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Preface 


This work has grown out of a publication which ap- 
peared in German early this year under the title The Ald- 
rich Plan, its Significance for American Banking and the 
International Money Market. 'The purpose was to present 
to German readers an account of the proposed reforms in 
American currency and banking, to analyze the Aldrich plan 
as embodying the labors of the Monetary Commission, and 
to indicate the strength and weakness of its various features, 
and its probable significance for American banking. 

The appreciation shown by American readers of the Ger- 
man work has encouraged the author to prepare a second edi- 
tion in English. The original book has been enlarged. For 
a better understanding of the problems of banking reform, 
and the measures advocated, an account of Kuropean central 
banking has been added, and its essential features are con- 
trasted with the existing American system, and with the pro- 
visions of the Aldrich plan. 

The fundamental idea of the original book has been re- 
tained in the work here offered. It aims to present an im- 
partial discussion of the merits and shortcomings of the Ald- 
rich plan from the point of view of banking theory and 
practice. It is hoped that an objective discussion of the 
problem before the country will contribute to the cause of 
reform in our currency and banking. 

Acknowledgment is due to Mr. Heinrich T. Reccius, 
formerly my assistant at the Berlin University of Com- 
merce, for valuable help in the preparation of this book, 
and to Dr. H. G. Friedman, who is responsible for the 
English of the text. 

July, 1912. Lupwie BENDIX. 
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Introduction 


Since the panic of 1907 there has been no difference of 
opinion as to the necessity of reform in our currency and 
banking. ‘There is disagreement only as regards ways and 
means of effecting betterment. It is held, on one hand, 
that the present structure must be preserved, and that re- 
form must leave its essential features untouched. It is con- 
tended, on the other hand, that our present monetary and 
banking system is antiquated and inadequate, and that the 
recurrence of disastrous panics can be averted only by a 
thorough reorganization of the currency and credit system 
on a modern basis. 

The conservative element believes that the existing sys- 
tem is essentially sound, and in the main, adapted to Ameri- 
can needs. Radical departure from it involves grave dan- 
gers, political and financial, which are likely to be more ser- 
ious than the present evils. Any plan of reform should, 
therefore, preserve the autonomy of banks, and maintain de- 
centralization in banking. Conceding the necessity: of modi- 
fications that will make the currency more elastic and provide 
for mutual aid in critical moments, defenders of the present 
system seek to attain this object by making provision for 
an emergency currency. This is to be issued in times of 
stress on the plan of the clearing-house certificates, by local 
organizations of banks along the lines of the currency asso- 
ciations authorized under the Vreeland-Aldrich Act. In the 
opinion of the conservative element a central bank should be 
avoided at all costs. 

The more radical critics believe that the existing system is 


xi 
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essentially defective. The inelasticity of the currency can 
not be remedied so long as Government bonds are used as 
the basis for the issue of banknotes. The dispersion of our 
reserves of gold and lawful money is a constant menace to 
the banks, as it leaves them without protection in “runs” and 
panics. In the absence of a national money market for 
short-time loans and discounts, the surplus funds of the 
country can not be distributed so as to meet the credit needs 
of different sections equitably. 

The remedy for the situation, according to the radical 
program, is in a central bank along European lines. This 
institution should be entrusted with the reserves of the 
banks and the funds of the government. It should have 
the sole right to issue notes. In order that currency may 
expand and contract in keeping with the demands of busi- 
ness, commercial paper must be substituted for bonds now 
used as the basis of note circulation. ‘The use of bank ac- 
ceptances and commercial paper as instruments of credit 
should be encouraged, and a money market for short-time 
loans and discounts, subject to the supervision and control 
of the central bank, should be built up. With credit and 
currency reorganized along such lines, the country would 
be safeguarded against panics, and the worst evils of a crisis 
obviated. 

The Aldrich plan is necessarily an attempt at compro- 
mise. It endeavors to maintain the characteristic develop- 
ments of the American system, namely, decentralized bank- 
ing. On the other hand, it seeks to give the United States 
the benefits which European countries derive from central 
banking. It would achieve this purpose, not through a 
central bank, but through the codperative activity of the 
existing institutions, and by means of an agency organized 
by them and largely under their control. 

The adoption of a new banking policy involves compro- 
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mise everywhere. Changes must be in harmony with pre- 
vailing political and economic conditions. A practical bank- 
ing policy can not adopt an ideal system as its goal, but must 
content itself with what may be immediately realized. Of 
no country is this more true than of the United States. 
With states jealous of the growing strength of the Federal 
Government, a banking institution under national charter, 
endowed with large powers, will doubtless call forth opposi- 
tion on the ground that it tends to increase the Federal 
authority. Moreover, central banking in the United States 
recalls unpleasant memories of political interference in the 
affairs of banks. Proposals for the centralization of the 
note issue are viewed with suspicion. ‘There is a fear that 
the sinister influences of financial interests and of the stock 
exchange may be lurking behind the movement. Further- 
more, national banks are inclined to be alarmed at any step 
that may involve encroachment on their rights or competi- 
tion in their sphere of business activity. 

Under the circumstances the creation of a central bank, 
with exclusive control of the note issue, must be considered 
inexpedient. That such institutions, existing, in some in- 
stances, more than a century, have succeeded in Europe, does 
not argue that they would be equally fortunate in this 
country. As A. Piatt Andrew,* formerly Assistant Secre- 
tary of the Treasury, well observes: “ ... It would be 
visionary indeed to suppose that we could raze the construc- 
tion and growth of more than a century, and rebuild upon 
another plan. We must accept our traditions and build up- 
on them.” 

In the discussion of the Aldrich plan here offered, no 
particular point of view and no special cause is championed. 


*A. Piatt Andrew, formerly Assistant Secretary of the Treasury, “The Essen- 
tially American Sources of the Proposed Banking Legislation.” Address deliy- 
ered before the Indiana Bankers’ Association at Indianapolis, October 24, 1911. 
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Criticism must take account of existing conditions. It can 
not be expected that the legislation proposed will meet the 
ideal requirements of a banking system. The real test is 
whether, in spite of the obstacles in the way of reform, it 
gives promise of substantial improvement in the American 
system of currency and credit. It is the purpose of the fol- 
lowing pages to consider in detail to what extent the plan 
meets the needs of the country, 


CHAPTER I 


The American Banking System, Central Banking, and 
the Aldrich Plan 


A. The American Banking System 


Banking serves as a general intermediary in the business 
life of a country. The importance of banks can not be over- 
estimated. Inno small measure, the industrial weal and woe 
of a nation depends on the character of its financial institu- 
tions, their adequacy and success in fulfilling their function 
in the economic process. For these reasons, greater im- 
portance probably attaches to the proposed reforms of the 
monetary and banking system of the United States than to 
any other measure of recent years in the field of economic 
legislation. 


I. The Existing System 


Essential in a banking system are banks for the issue 
of circulating notes. The general banking organization is 
almost wholly dependent on the character of these institu- 
tions. The note banks are most intimately related to the 
money market and to credit transactions in general. In 
consequence, they exert a decisive influence on the entire 
business activity of the country, and are, so to speak, at the 
heart of its industrial life. In the United States the method 
of issuing notes has long been the most vulnerable part in 
the banking system, and the object of reiterated and just 
criticism. The proposed reforms, therefore, properly ad- 
dress themselves in a large measure to remedying this defect. 


The note banks in the United States are the national 


banks, and, except for the recently created postal savings- 
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banks, these are the only financial institutions under federal 
authority. The law under which the present system was 
built up dates back to 1863, and in spite of various amend- 
ments and modifications, its essential features have remained 
unchanged. A prohibitive tax was at that time imposed on 
notes emitted by state banks, and these banks of issue, then in 
existence under state charters, were obliged to incorporate 
as national banks, or abandon the issue of notes. 

The characteristic features of the American system are: 
(1) the use of the bonds of the United States government as 
security for the bank notes issued, and (2) decentralization. 
Notes may be and are issued by many thousand national 
banks. No provision is made for a central bank, and nation- 
al banks with the right to issue notes may be established 
anywhere, so long as the regulations of the law are com- 
pled with. The most important requirements of the bank 
act in this regard are: (1) possession of a minimum capital, 
graduated according to the size of the city or town in which 
the bank is located, and (2) the deposit with the Secretary 
of the Treasury of United States bonds equal in amount to 
a certain percentage of the bank’s capital stock (one-fourth 
for smaller banks and one-third for larger institutions) , such 
deposit not to be less than $30,000 in any event. On com- 
plying with these provisions, a corporation composed of not 
_ less ‘than six persons is authorized to issue bank notes. _ As. 
a result we‘have today mbré than 7,300 national banks, scat- 
tered all over the country, all of which are thus empowered. 

The most influential banks, from the point of view of © 
their capital and volume of notes in circulation, are found 
massed in the Kast and in the Middle West. Within nar- 
rower limits, the leading banks are located in a few large 
cities. Characteristic of the concentration of banking re- 
sources is the fact that New York and Eastern reserve cities 
alone account for $98,500,000 of the total amount of $214,- 
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800,000 notes issued in the Eastern states. The following 
table gives a view of the situation: 


Taste 1—Capirat anp Ovurstanpinc Notes or Nationat Banxs, Apri 18, 1912* 


(in millions of dollars) 


1 J 
Capital Stock Outstanding Notes 


TERRITORY OMe of and 

Surplus All Reserve | Other Cities| Total 

New England States. 465 $162.8 $ 8.4 $8 54.0 § 62.4 
Eastern States ...... 1641 671.6 98 .4 115.9 214.3 
Southern States ..... 1477 248.5 20.3 107.9 128.2 
Middle Western States 204.2 418.5 70.7 119.9 190.6 
Western States ...... 124.7 101.4 10.1 42.0 §2.1 
Pacific States ....... 479 121.4 33.6 25.5 Sea | 
Island Possessions ... 4, 0.9 Seles 0.3 0.3 
PROLA LR ae win esc 7355 $1725.1 $241.5 $465.5 $707.0 


The issue of bank notes is subject to peculiar regulations: 
In the first place, an absolute limit is imposed on the amount 
that can be put into circulation. No bank may issue an 
amount of notes greater than the amount of its capital stock. 
In the second place, only the bonds of the United States may 
be used to secure notes. In order to issue notes, a bank must 
first deposit bonds with the Secretary of the Treasury. In 
return, it receives notes equal in amount to the face value of 
the bonds, widfedi@aper cent. bonds are deposited, but only75 


Seer eae y ERRATA 


The bank must furthermore maintain with the Secretary of 
the Treasury a redemption fund which must not fall below 
five per cent of the outstanding notes. By this provision 
there is created a central agency for the redemption of the 
notes of all banks. ‘The maintenance of this redemption 
fund does not, however, absolve any bank from the obliga- 
tion of redeeming its notes when presented at its place of 


*Latest figures available for this classification. 
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business. Every bank must, moreover, accept the notes of 
every other bank. In case of voluntary or compulsory 
liquidation, the bonds of the bank on deposit are sold by the 
Secretary of the Treasury, and the funds realized are used 
for the redemption of its outstanding notes. 

The method of retiring notes from circulation is as fol- 
lows: The bank must deposit with the Secretary of the 
Treasury in cash the amount of the notes to be withdrawn. 
The bonds by which they were secured are thereupon re- 
turned to the bank, and the Treasury Department assumes 
responsibility for the notes. There is, however, an impor- 
tant restriction: no more than $9,000,000 may be retired 
in any month by all of the banks taken together. ‘The regu- 
lations here outlined for issuing and retiring notes serve 
very fully to safeguard the holder of the notes, but the pro- 
cedure is extraordinarily cumbersome and complex. 

The profit of a bank on the issue of notes is derived from 
the income on the bonds and from the interest paid by the 
borrower for the loan which he receives in the form of bank 
notes. From this gross profit there must be deducted, be- 
sides the expense connected with the circulation, a tax of 
one-half of one per cent on the amount of notes outstanding. 
Deductions must also be made for the probable return on 
the capital if it were invested in some other security of sim- 
ilar character. The net income on the bonds is, of course, 
dependent on their purchase price. Therefore, whether or 
not it is profitable to issue bank notes is determined primarily 
by the price for bonds. Taken as a whole, the circulation 
privilege is not very valuable to the banks. For this reason 
they have not used it to the limit. On June 14, 1912, the 
banks had $708,700,000 of notes outstanding, although their 
capital authorized them to issue $1,033,600,000, or nearly 
fifty per cent more than the amount in circulation. 7 

The banks have developed their deposit business far more 
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extensively than their note circulation. Thus, on June 14, 
1912, deposits were over eight times as great as the note 
issue: $5,825,500,000 as against $708,700,000. Changes in 
the amount of deposits mean more to the banks than fluctua- 
tions in the volume of their outstanding notes. It may be 
properly said that the national banks are first of all banks 
of deposit, and that the issue of notes is of secondary im- 
portance to them. 

Like the note issue, the deposit business of the national 
banks is subject to certain restrictions. Of most consequence 
is the requirement that the banks keep on hand, at all times, 
a reserve in lawful money equal to a fixed percentage of 
their deposits. Should the reserve fall below the prescribed 
minimum, the Comptroller of the Currency is authorized to 
close an institution unless its reserve shall have been made 
good within thirty days from the date of his notice. ‘The 
percentage of the reserve to be kept varies according to the 
size of the place in which the bank operates. The law 
assumes that in smaller towns business is less subject to 
wide fluctuations, and accordingly, banks so located may 
keep smaller reserves than those in larger cities. ‘Three 
classes are recognized by law: country banks, banks in re- 
serve cities, and banks in central reserve cities. Country 
banks are required to keep reserves of 15 per cent, other 
national banks must hold reserves of 25 per cent. This 
differentiation becomes more marked when we consider what 
reserves must be kept by the banks in their vaults. Thus 
country banks may keep as much as three-fifths of their 
reserves on deposit with national banks in reserve or central 
reserve cities. Such banks are designated as reserve agents. 
Reserve banks, again, may deposit one-half of their legal 
reserve with banks in central reserve cities. The latter 
are New York, Chicago, and St. Louis. The effect of 
these provisions is to reduce the actual cash reserve very 
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decidedly. Reserve agents are not obliged to keep the 
deposits representing the reserves of banks in lawful 
money. Such deposits are treated by them exactly as other 
deposits. 

For the enforcement of the law the Comptroller of the 
Currency has been given far-reaching authority over the 
banks. They must submit statements at specified inter- 
vals, and they are subject to examination by his agents, when- 
ever he deems it necessary. He is authorized, as we have 
seen, to close a bank, if, after thirty days’ notice, it fails to 
bring its depleted reserves up to the legal requirement. 


The regulations noted, and others too numerous to men- 
tion here, serve to limit the freedom of action of the national 
banks in receiving deposits and in making loans. As a re- 
sult, the last few decades have been marked by a far more 
rapid growth of banking institutions, organized under state 
laws, than of national banks. The state institutions are ex- 
clusively banks of deposit, of which the most prominent are 
the so-called state banks and trust companies. Like the 
national banks they are also subject to certain requirements 
in the matter of reserves, but in general, they enjoy more 
freedom. ‘The trust companies are interfered with least. 
This is evident from the character of their assets. They in- 
vest largely in mortgages, and also participate in specu- 
lative flotations of securities. On the other hand, some of 
them do not accept demand deposits to any considerable 
extent. 

In contrast with the trust companies, state banks, like 
national banks, take practically no part in the floating of 
securities and generally do not to any appreciable extent 
lend on real estate mortgages. Their chief business is to 
make short time loans on securities of all kinds, and to 
discount notes and bills. Besides loans and discounts a 
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large amount of securities is reported among their assets. 


Taken together the 24,358 banks of the United States 
reporting to the Comptroller on June 7th, 1911,* had a 
capital and surplus of $4,008,000,000 and deposits amount- 
ing to $18,529,000,000. Practically three-fifths of their 
resources ($13,015,000,000) were represented by loans, dis- 
counts, and checks; more than one-fifth ($5,043,000,000) was 
invested in bonds and other securities. In financial resources 
the state banks and trust companies have outstripped the 
national banks. On June 7th, 1911, their capital and sur- 
plus was $150,000,000 greater than the capital and surplus’ 
of the national banks, the figures being $2,085,000,000 and 
$1,933,000,000 respectively. Similarly the deposits of state 
institutions, amounting to $10,428,000,000, were almost 
double those of the national banks ($5,526,000,000) . 

Notable, in a survey of the financial organization of this 
country, is the geographical distribution of banking re- 
sources. ‘This is even more marked in the case of state banks. 
and trust companies than in the instance of the national 
banks already mentioned. T'wo-fifths of the combined re- 
sources of national and state institutions are held by the 
banks in the Eastern states, over $10,000,000,000 in all. 
Next in importance are the financial institutions of the 
Middle West, with resources of $5,758,000,000, or over 
one-fourth of the total for the country. (See Appendix, 
Tables IV and V.) 


IT. Defects of Our Banking System— 
Causes and Effects 


The existing banking organization has time and again 
proved inadequate. ‘There are two principal causes. In 


“Latest figures available for comparison, Annual Report of the Comptroller of 
the Currency, 1911. 
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the first place, an antiquated and inefficient reserve sys- 
tem. The national reserve of gold and lawful money is 
widely distributed, and the usefulness of the reserves held by 
the individual banks is seriously diminished by the institution 
of reserve cities combined with rigid requirements in regard 
to the amount of cash that must be kept on hand. In con- 
sequence the bank reserves of the country are incapable of 
centralization and mobilization. In the second place, our 
bank note circulation rests on the security of government 
bonds, and is, on that account, inelastic and unresponsive 
to business needs. The truth of these criticisms is generally 
admitted. 

The main object in permitting banks to issue circulat- 
ing notes, and the fundamental justification for the ex- 
istence of such institutions lies in the need for a sup- 
plemental currency, to be used under certain conditions, 
along with the other forms of money, or, in part, as sub- 
stitute for money. The necessity for a supplemental cur- 
rency arises from the fact that the volume of business 
transactions is not constant, but fluctuates, with the result 
that varying amounts of currency are required to carry on 
business at different periods. A certain minimum is needed 
at all times. When, however, trade is active, and the vol- 
ume of transactions rises, the demand for currency likewise 
increases. Certain large demands for currency occur (1) 
In the course of each year; (2) In the course of every busi- 
ness cycle; (8) In crises when there is an especially urgent 
demand for money. 

(1) In any given year money stringencies occur at 
the settlement periods and more particularly in au- 
tumn, when the moving of the crops usually has the 
effect of stimulating business. | 

(2) At the close of a period of business depres- 
sion, when conditions have definitely changed for the 
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better, increased business activity creates a demand 
for more currency, and the demand gradually grows 
in accordance with the progress of the boom. 

(3) The greatest demand for currency comes 
in the course of a business cycle after the boom has 
reached its highest point, when trade begins to de- 
cline, as a period of depression comes on. As soon 
as the tide turns, sales drop off sharply, and new 
trade is difficult to secure. Collections become slow. 
In addition, most business establishments find them- 
selves involved in obligations entered upon in the 
belief that prosperity would continue. To fulfil 
their obligations they must obtain funds on credit. 
An active demand for money accordingly sets in at 
the banks, and it is more general and urgent, if the 
business depression is acute and assumes the char- 
acter of a crisis or of a panic.* 

It is in times of money stringency that the bank notes of 
the country are called upon to serve as a supplementary cur- 
rency. For this function the bank note circulation must be 
very closely interrelated with the business of the community. 
Otherwise it can not adapt itself to the varying needs arising 
in the course of the year, to the larger requirements made 
upon it as a business cycle progresses, or to the urgent de- 
mands of a crisis. 

Two qualifications are fundamental for a bank note sys- 
tem. It must be able to expand and to contract in keeping 
with the changing needs of business. The bank currency 
must be sufficiently elastic to meet the wants of trade. 
It is equally important that it should be retired from cir- 
culation as soon as it has served its purpose. Unless the 
system admits of contraction, notes will remain in circula- 


tion after the need for them has passed away. ‘These notes 
*For fuller discussion see pp. 30 and 31; 38 and 39. 
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do not represent real money, but are merely credit instru- 
ments. Kept in circulation, they serve to give the false im- 
pression that there is a superabundance of money or capital 
in the market, when in fact there is only an inflation of bank 
notes. They can not take the place of the real money or 
actual capital which is required for a healthy forward move- 
ment in business. ‘The result of their use is usually unsound 
expansion inevitably terminating in a collapse. 


The note circulation of the national banks does not meet 
either of the two above requirements. It is based on the 
government debt, and therefore can not possibly possess the 
elasticity required of a bank note system. It does not admit 
of the rapid expansion needed for meeting a money strin- 
gency. Even if the improbable supposition is made that 
the supply of government bonds needed to enable them to 
issue additional currency is kept on hand by the banks, 
the process of emitting notes is so exceedingly complex that 
it takes about two months to put new notes into circulation. 
Contraction of the currency is also extremely difficult. 
After the need has passed away, notes can be retired only in 
an equally roundabout and impractical way. Aside from 
the long delay involved, the law interposes a further obstacle 
in prohibiting the retirement of more than $9,000,000 notes 
in any one month. This legal limit is far too low: under 
it not enough notes can be retired to produce any immediate 
beneficial effect. 

These are grave defects in the existing note system. 
Even more serious and more harmful is the absence of 
any relation between the increase and decrease of the circu- 
lation and business requirements. ‘The fluctuations in the 
circulation depend primarily onan entirely different factor— 
the amount of profit realized by the banks on the note issue. 
Notes are withdrawn when banks find it financially more ad- 
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vantageous to retire them tian to allow them to remain in 
circulation. The profitableness of the circulation, as shown 
above, is determined, in the main, by the prevailing price for 
government bonds. This price again is largely dependent 
_ on the volume of bonds outstanding and on the demand for 
such security. Thus the price of government bonds is 
made the decisive factor in the expansion or contraction of 
the note circulation. The bank note currency, whose in- 
fluence is of the utmost importance to commerce and indus- 
try depends on factors unrelated to the general course of 
business—the amount of government bonds in existence 
and their prevailing market price. That resulting condi- 
tions are often intolerable is not surprising. The bank note . 
system had its origin in urgent fiscal needs of the govern- 
ment during the Civil War. It was constructed neither in 
conformity with sound financial theory, nor to meet the 
requirements of banking. “It came into existence,” as 
Mr. Andrew* says, “as a means for floating government 
bonds during the Civil War .. . and it has proved wooden 
and unresponsive, increasing and decreasing in amount ac- 
cording to the prices of government bonds or their quantity 
outstanding, and never in response to the changing demands 
of business.” 

The present system is unable to cope with the usual sea- 
sonal demands for additional currency; it is a complete fail- 
ure when confronted with an acute money stringency, such 
as comes with the beginning of a business depression. Owing 
to the impossibility of expanding the currency to meet just 
such emergencies, untold harm is done. Instead of a gradual 
transition from a boom to a period of depression, the change 
is made abruptly, resulting in a crisis, which brings ruin 
and often becomes a widespread panic. 


*“The Essentially American Sources... etc.” cited in Introduction. 
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The danger of financial and industrial upheavals at just 
such times is intensified by the banks—the very institutions 
whose duty it is to save the situation and prevent a panic. 
This results from the dispersion of the cash reserves among 
the scattered banks, the system of reserve cities, and the re- 
quirement that the banks must, at all times, hold in cash a 
prescribed percentage of their deposits. Under this sys- 
tem every bank knows that in an emergency, it must rely 
upon its own resources. ‘There is no powerful agency to 
which it can look for help in its extremity, and its claims on 
reserve cities represent actual cash reserve only in a small 
degree. Should anything untoward happen, and give 
ground for doubting the ability of some banks in one section 
or another to meet their obligations, the banks are the first to 
become anxious. They begin to take precautions in ad- 
vance of any demand for cash from depositors. Thinking 
only of themselves and how they can best prepare for a pos- 
sible run, they make every effort to hold the cash which they 
have on hand. Moreover, they seek to increase their 
stock of money as much as possible. This additional cash 
they obtain, in part, by withdrawing it directly from 
use in business, through calling in loans or refusing to renew 
accommodations. Finally they endeavor to secure money 
by withdrawing their deposits with agents in reserve and 
central reserve cities. | 

Under pressure from country banks, the system of reserve 
agents is bound to collapse. It is workable only when the 
demand made upon reserve agents by banks from one sec- 
tion of the country can be met with funds supplied by in- 
stitutions from another section, where money happens to be 
plentiful. So long as confidence prevails, it usually works 
out in this way. The moment, however, confidence fails, 
and a simultaneous demand is made by banks from many 
sections of the country, reserve agents, or banks in the reserve 
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and central reserve cities, inevitably find it impossible to 
meet their obligations. In such a situation, the public soon 
comes to fear that the banks will not be able to maintain cash 
payments. <A panic follows. The banks can not meet the 
run on them even for a short period. Widespread suspen- 
sion of payment with its attendant disasters is inevitable. 
According to Mr. Forgan* the dispersion of the cash re- 
serves of the country, which makes it impossible to concen- 
trate and use them effectively, and the requirement that 
banks hold in reserve a fixed and unvarying percentage of 
their deposits in cash, regardless of conditions, constitute 
prime causes for the outbreak of panics. 

The depositor’s fear that he will be unable to obtain cash 
is not entirely ungrounded. It is obvious that with a general 
demand for money, the cash reserves of a bank can not hold 
out long. ‘The usefulness of its stock of money for meeting 
demands is furthermore impaired by the rigid legal require- 
ment as to reserves, which means, in effect, that the greatest 
part of the cash on hand can not be used for its primary 
purpose—that of meeting the demands of depositors. It 
might almost as well be nonexistent. 

Banks do not keep on hand much more money than the 
law requires. ‘The amount which they have available 
for payments to depositors, without encroaching upon 
the legally required reserve, is very small. This is particu- 
larly true of the banks which must bear the brunt of the 
demand for cash, namely, the reserve agents. ‘The situation 
is made clearer by the following table in which are shown the 
actual reserves held by the banks and the legal reserve for 
June 14, and April 18, 1912. Under the reserves held by 
the banks are included their deposits with reserve agents. 


*James B. Forgan, President of the First National Bank of Chicago, Ill. “The 
Mobilization and Control of the Reserves of the Country.” Address delivered be- 
fore the American Bankers’ Association at New Orleans, November 21, 1911. 
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TasLe 2.—RESERVES IN Nationa Banxs, 1912 


Percentage of ; 
Reserves Minimum 
Legal Reserve 


Classification Percent 


June 14 April 18 


Country banks. wiiesecin «6 esis aoe e 22 5 23.4 15 
Hesenve: City banka i150. os sheet eine 23.1 28.6 25 
Centralreserve icity: banksy ...c7 Mareiciees 26.2 25.9 25 


The minimum reserve required by law is tied up, whether 
it be 15 or 25 per cent. It is evident, therefore, that the 
lawful money which can be used to meet depositors’ demands 
is not plentiful. On June 14, seven and one-half per cent is 
shown for country banks and three per cent for reserve cities. 
Even these amounts are not actually available, for they in- 
clude deposits with reserve agents, and the latter do not 
hold these funds in the form of separate cash. How signifi- 
cant such deposits are is evident when we consider that on 
April 18,* the banks in reserve cities had $251,100,000 in 
their own vaults and carried $288,700,000 with agents in cen- 
tral reserve cities. The country banks had cash to the 
amount of $248,700,000, and held with agents in central re- 
serve and reserve cities $521,200,000. The banks in cen- 
tral reserve cities held in lawful money only one per cent 
more than the legal reserve. In spite of the fact that the 
deposits of institutions from smaller towns may be called in 
by them at any time, the banks in the reserve and central — 
reserve cities, which carry so much of these deposits, find 
themselves with little cash above the legal minimum. (See 
Appendix, Table VI.) 

With the concentration of deposits in about 50 reserve 
and central reserve cities, it is evident that the banks in these 
cities can not have enough cash to repay any considerable 


*Figures for June 14 not yet published. 
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portion of their deposits. Needless to say, they are without 
resources for additional accommodations to their customers, 
which a crisis makes so urgently necessary. ‘Their assets can 
not be liquidated and converted into ready money in times 
of stress. ‘The most available of their investments, loans on 
stock market collateral, are at that moment practically un- 
realizable. The securities protecting the loans are either 
entirely unsalable, or they can be disposed of only at ruinous 
prices, for one of the earliest symptoms of an impending 
crisis 1s a collapse of prices on the stock exchanges. A 
very valuable part of the remaining assets of the banks, dis- 
counted notes and bills, are, in the main also unrealizable 
investments. There is no agency through which they might 
be rediscounted, for, even in normal times, there is no gen- 
eral market for commercial paper, and in fact there is no 
organized money market at all. 

The lack of a money market in the United States, 
that is, a general market for short time loans and the dis- 
count of commercial paper, is felt most keenly in emergen- 
cies. Industrial activity is, however, unfavorably affected 
by the want of it at all times. Thus far, there are merely 
the beginnings of a money market, and that only in the 
largest cities. But one phase has been developed: call 
loans on stock market securities. The other and more 
essential phase, a market for commercial paper or discounts, 
scarcely exists. At any rate, it is of far less importance 
than the market for call money. In this respect the United 
States is far behind European countries, where the market 
for commercial paper is the backbone of the entire money 
market. 

The reasons for the failure to develop a useful money 
market lie in the antiquated banking system. (1) Forexten- 
sive transactions in discounts there are needed bills of a high 
character, bearing names which are known throughout the 
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country, and which make the paper universally desirable for 
investment. In European countries, this standardization of 
bills is accomplished through the banks. Bank acceptances 
constitute the predominant and safest form of commercial 
paper bought and sold in the open money market. In the 
United States, however, the leading banks are forbidden to 
accept bills. As a result few acceptances of a high grade 
are available as the basis for a regular business in short 
time loans and discounts. (2) Of greater influence, how- 
ever, 1s the absence of a central banking institution. With- 
out such an agency, there can be no extensive market for 
notes and bills. The market must have as its foundation 
an institution where good commercial paper can always be 
rediscounted and converted into currency. Banks, singly, 
are not in a position to fulfill this requirement, because 
they can not be relied upon to have the necessary funds on 
hand at all times. 

In the absence of a central banking institution from 
which banks can always secure currency by rediscounting 
their good commercial paper, financial institutions do not 
find merchants’ bills or even bank acceptances a desirable 
investment for their “surplus funds.”* There is no way in 
which such paper, however excellent, can be converted into 
cash, in case of need. If a bank lends on such securities, it 
ties up its resources until the former mature, since there is 
practically no possibility of turning bills into ready money 
before they fall due. Under the circumstances, banks are 
not inclined to invest their surplus funds in discounts; on the 
contrary, they prefer to place as little of them as possible in 
commercial paper. In consequence it is more difficult for 
a merchant or manufacturer to negotiate a note or bill in 


*The expression “surplus funds” is used to indicate funds which must be held 
in liquid form, to meet probable demands of depositors and of regular customers 
of the bank. [Cf. page 20.] 
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the United States than it is in Europe; and in spite of 
their marked advantages comparatively little use is made 
of them.* 

Such conditions tend to interfere with the building up of 
a market for commercial paper or discounts. So far as it 
exists at all, it is limited in extent, and only of local impor- 
tance. One result of this situation is that no small part of 
the existing commercial paper of the United States is sent 
abroad to be discounted in the money markets of Europe, 
and as only the bills of the best known American estab- 
lishments can be negotiated abroad, Kuropean sources of 
credit are not open to the average American business man. 

The absence of a market for commercial paper means 
further that in the field of foreign trade we are almost 
entirely dependent upon European banks. Bank accept- 
ances are the usual currency employed in the export and 
import business. Before it is acceptable in payment, the 
note or draft drawn in settlement of the transactions must 
bear the endorsement or guaranty of a bank with an inter- 
national reputation—to secure the certainty of prompt re- 
demption at maturity and the possibility of immediate con- 
version into cash by discounting. As there is no market in 
New York for commercial paper, it would prove harder to 
discount the acceptance of an American bank than that of a 
European institution. Moreover, the best known American 
banking institutions, the national banks, are not permitted 
to make acceptances. In consequence, the American im- 
porter can not obtain or use to advantage the acceptances 
of an American bank in settling for his purchases abroad. 


*The credit instrument mostly used in the United States is the simple prom- 
issory note, and not as in Europe, the draft issued by the seller on the 
buyer, and generally accepted by the latter. Such a draft, being secured by 
more than one signature, is a better security than the mere promissory note, and 
therefore more marketable. 
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He must call in the services of the English, German, or 
French banker. 

The American exporter, in turn, does not receive in set- 
tlement for his merchandise a bill of exchange made out in 
dollars and cents drawn on an American bank, but one on 
some European institution, located in London, Berlin, or 
Paris. He-must give preference to a draft on foreign 
bankers, for their international reputation, and the long es- 
tablished market for bills in those countries, makes it easier 
to negotiate drafts on them. Naturally European bankers 
must be compensated for their services, and the commissions 
and discounts paid out to them every year mount up to 
large sums. If we had a well organized market for com- 
mercial paper, the amount that now accrues to Kuropean 
bankers would remain in America. 


At the same time our banks would have a better invest- 
ment for surplus funds than they have today, and would be — 
in a position to pay their depositors higher rates of in- 
terest. Banks receiving deposits from all classes of people 
must always be prepared to pay out varying amounts to 
their depositors in cash. They can hold themselves in readi- 
ness for such calls by keeping on hand a certain proportion 
of their deposits in currency, or by placing some of their 
funds in investments that can be immediately converted 
into money. It is unprofitable to hold cash, for it yields 
no income. Banks, therefore, try to keep their stock of 
money down to the lowest point compatible with the legal 
requirements and business needs. They seek to invest 
funds to be held in readiness for possible demands, in secur- 
ities that can be immediately converted into cash. For, no 
matter how small the return, this is more profitable than to 
hold idle money in the vaults. 

In countries having central banks, commercial paper is 


THE AMERICAN BANKING SYSTEM 21 


the most desirable investment for such surplus funds. ‘There 
a bank can always convert its paper into currency by apply- 
ing at the central bank or its branches. In the United States, 
commercial paper is not an attractive investment for funds 
subject to call at any time, because there is no general mar- 
ket for commercial paper and no central bank to give its 
circulating notes in exchange. ‘The significance of these 
conditions for business is far-reaching. ‘The European sys- 
tem, with central banking and a general money market for 
commercial paper, means that the available funds of the 
country are employed to discount bills originating with far- 
mers, manufacturers and merchants, 7. ¢., they are devoted 
primarily to the uses of productive industry. Such invest- 
ments are unavailable here for the banks. The result is 
that the largest part of the surplus funds of the country 
is necessarily used in connection with the stock exchange, 
that is, for speculative purposes. Call loans, secured by 
stock exchange collateral, are the only form of investment 
that begin to meet this need of American banks. They 
are not as satisfactory as commercial paper, where a market 

xists for discounts. Still, in cities having a stock exchange 
with a large volume of transactions, call loans combine a 
high degree of safety with the advantage of being readily 
convertible into cash. This, of course, is true only under 
normal business conditions. 

For this reason the surplus funds of banks from all parts 
of the country are poured into the large financial centers to 
be invested in call loans. As New York is the chief center, 
_ the surplus money of the country is concentrated there, and 
forms the basis of Wall Street’s financial domination. In 
the last analysis, it is the absence of a well organized national 
market for short time loans, represented by commercial 
paper and discounts, which gives Wall Street the control 
of the ready cash of the nation. ‘The influx of money at 
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the important stock exchange centers is frequently so great 
that it can not be used to advantage. ‘This is particularly 
true of New York, where it results in the abnormally low 
rate for call money during certain months of the year. The 
money will either tend to stimulate an unhealthy speculative 
movement on the stock exchange, or will be loaned out in 
foreign markets. 

At times there is an abundance of money for stock ex- 
change purposes or for export abroad coincidently with a 
scarcity of money at many points in the interior. Business 
men and farmers in those sections are unable to secure 
accommodation, or obtain it only at excessive rates, because 
the securities which they can give are not an attractive form 
of investment for the surplus funds of the banks. The 
development of such districts is thereby very seriously ham- 
pered. What is more, producers are at times compelled to 
sell their staples at a sacrifice, because they can not secure 
advances to enable them to hold their commodities for a 
better market. Our farmers are frequently forced to sell 
their leading staples, cotton and grain, to Europe, at extra- 
ordinarily low prices, often even at a loss. The defects in | 
our credit system injure the individual producers directly; 
ultimately, however, this means that we give away to Europe 
a vast amount of our national wealth. With a better organ- 
ized credit system, and with an influential central institution 
to guard against a misuse of its facilities for speculative 
purposes, this loss could frequently be avoided and the coun- 
try as a whole benefitted. 


Tif. Crisis of 1907 


The many defects of American banking and currency 
have shown themselves repeatedly in the course of the coun- 
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try’s industrial development. ‘The crisis following the great 
movement of industrial expansion which culminated in 1907, 
revealed, more clearly than ever, all the faults inherent in 
the present system. Outwardly the cause for the disturbance 
in the banking system was the widespread rumor that one of 
the old banks had suffered serious losses through the collapse 
of a curb brokerage house,* and that it was in a dangerous 
condition. An investigation proved that the bank was 
sound, nevertheless the rumors led to runs on several New 
York banks. The clamor of depositors for their money 
would not of itself have thrown the banking system into 
confusion, nor brought about suspension of payments. 
These results were due more largely to the action taken by 
banks in various sections of the country than to the conduct 
of individual depositors.t Fearing a run, the banks made 
every effort to hold all the cash they had, and at the same 
time tried to add to their stock of money by calling in their 
deposits with other banks, notably funds in the hands of 
agents in reserve and central reserve cities. ‘Their action 
tended to intensify public distrust, and to call forth a 
general demand for cash from depositors. The outcome 
was the panic. The banks naturally could not meet the 
universal demand for money, and in a short time currency 
began to disappear from circulation. 
While this was the situation, there was actually in the 
possession of the banks, scattered all over the country, $550,- 
000,000 in gold. Had this enormous gold reserve been in 
_ the control of some central agency, which could have used 
it as the basis for additional currency to meet the demand 
in different localities, it is not at all probable that the fears 


*Many stocks not dealt in on the New York Stock Exchange are traded in 
on the “curb” by houses confining themselves to this class of business. 

tCf. George E. Roberts, Director of the Mint, “The Next Reform—Banking.” 
Everybody’s Magazine, Vol. xxvi, No. 3, March, 1912. 
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of depositors would have become so widespread or that the 
runs on the banks would have assumed the proportions of a 
national calamity. With the existing dispersion of the gold 
reserves, and the unbending requirement of the law that 
a specified percentage of deposits must always be kept as re- 
serve in cash, no money was available for depositors. 

The banks had an abundance of good assets, but there 
was no way of converting them into cash. The note circu- 
lation of the national banks could not be increased rapidly 
enough to supply the need for additional currency. The 
government tried to help out the situation, and permitted — 
banks to substitute other securities for federal bonds protect- 
ing the deposits of the government. This action made the 
released government bonds available as a basis for issuing 
additional bank notes, but it could not have any immediate 
effect. ‘The problem at such a time is to pay off promptly 
as many depositors as possible, and thereby to restore con- 
fidence in the solvency of the banks. Depositors will then 
cease to demand payment, and in a short time the money 
withdrawn is returned to the banks.* In the case of the 
panic of 1907 the effects of the steps taken to increase the 
circulation did not show themselves until after two months, 
and then the entire increase in circulation amounted to only 
$46,000,000. It was too late; the crisis was past. More- 


*A striking illustration of the efficiency of a central bank under such cir- 
cumstances is furnished by the experience of the German Reichsbank in 1901. 
An old bank in Leipsic, enjoying a high reputation, had failed as a result of the 
misconduct of the management. Public confidence was shaken, and a run began 
on another important bank. As this institution was sound, the Reichsbank 
and other banking establishments came to its rescue, placing a large amount of 
cash at its disposal. The money drawn out of the bank by frightened depositors 
was brought to the Reichsbank. Thus, within a few days, the central bank re- 
ceived for deposit the money which it had advanced. The position of the 
Reichsbank was in no way weakened by its action in helping the threatened insti- 
tution. On the other hand, its prompt assistance served to confine the run to a 
single locality. Confidence in the central bank served to avert runs from other 
banks, and prevented a general panic. 
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over, the additional amount of bank notes was totally in- 
adequate to meet the need. 


In October, 1907, in the absence of any means for ex- 
panding the circulation the banks had no resource but to sus- 
pend cash payments. After a little while they proceeded 
to meet the situation by issuing checks drawn on themselves. 
These were made out in amounts as low as one dollar and 
were accepted in trade in lieu of money. 

In a great measure these makeshifts proved impractical, 
and in the large cities the banks united for concerted action 
through their clearing houses. On the collateral of secur- 
ities deposited by the banks, clearing house certificates were 
issued, and these took the place of the bank notes and other 
currency, which were not to be had. In this way some of 
the assets of the banks were rendered liquid. The latter re- 
ceived the clearing house certificates in return for good col- 
lateral pledged with the clearing house association, and only 
up to 75 per cent of the value of the securities hypothecated.. 
The acceptance of the certificates was of course not com- 
pulsory, as they were without legal sanction. Nevertheless, 
they were generally accepted, inasmuch as they were guar- 
anteed jointly by all the clearing house banks. 

After two months the crisis was ended. Cash was 
brought into circulation through the efforts of the Secretary 
of the Treasury, through importation of gold from abroad 
by leading New York bankers, and as a result of the forced 
exports of American products. But during these months 
of the panic, immense harm had been done. Many banks 
were forced to suspend payment forever, and merchants 
and manufacturers, unable to secure necessary working capi- 
tal to continue business, were obliged to shut down, and their 
employees found themselves without work. 
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An inquiry addressed by Mr. Andrew* to banks all 
over the country, shows definite figures for $334,000,000 of 
emergency currency issued during the panic. The classi- 
fication is as follows: 


Taste 3—Emercency Currency Issurp Durinc THE Panic, 1907 


(in millions of dollars) 
Classification Amount 


Clearing house certificates: 


Large denominations’ .260 s..cce sss is'es sip ot toa su biemee eaeiee 238 
Small) denominations: sic sect. os vce sesisioes sb UG sett tele 23 
Clearing (house Checks 5 4.'. isin ootea sos oielsieisieloe ciel aesnre eeuiarries 12 

Cashiers’ checks [marked “payable only through the clearing 
MOUSE 2A (ois 2's nos heis vaneh nie tile ate otetacate Talune ale pevasebeke he rn a anne eee 14 

Manufacturers’ pay checks [drawn on a bank and generally 
marked “payable only through the clearing house”]...... AT 
ORAL nics hie os wae try 8b hele sis fin bernie iie eg chain teen tenia 334 


Mr. Andrew estimates the total issue of substitutes for 
cash above 500 hundred millions of dollars. The largest 
amount outstanding in a single city is reported for New 
Y ork—$88,420,000 on December 16, 1907. 

Tardy and incomplete as were the measures taken by the 
clearing house banks, they did bring some relief. Anal- 
yzed, their procedure was essentially not different from the - 
method employed on the Continent to bring into existence 
supplementary currency, whenever the need arises. On the 
deposit of good collateral, which the bank could not realize 
upon, credit instruments were issued under the name of 
clearing house certificates. These passed as currency. If 
we substitute for the securities and claims hypothecated by 
the banks, the bills of exchange which Continental institutions 
pledge with their central bank, we can see how closely the 
clearing house certificates, issued during our panic, corre- 


*A. Piatt Andrew: “Substitutes for Cash in the Panic of 1907.” The Quarterly 
Journal of Economics, vol. xxii, pp. 497-516, Boston, 1908. 
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spond to the Kuropean bank notes. The difference lies in the 
method of execution. In Europe the process has been made 
into a regular system, working automatically. It comes 
into play early, before conditions have become critical, with 
the result that panics are, as a rule, forestalled and averted. 
In this country, however, the clearing house certificate is 
born of distress. It comes into existence during panics, and 
appears on the scene when it is too late. At best it serves 
as a palliative. Clearing house certificates are unequal to 
the situation and can not adequately cope with it. 

As a result of the crisis of 1907, legislation, known as the 
Aldrich-Vreeland Act, made provision for the issue of sim- 
ilar certificates in the event of another panic. This act, in 
effect, sanctioned the steps taken by clearing house banks, 
and made corresponding action legal for the future. The 
organization of currency associations is provided for, and 
these are authorized to issue certificates in emergencies. 
These certificates bear the guaranty of all the banks belong- 
ing to the association, and are issued to them on pledge of 
security with the association. 

It is improbable that the action thus provided for will 
prove an adequate remedy, chiefly for the reason that, as in 
the clearing house certificate system, measures for relief will 
be taken too late. Experience shows that to safeguard the 
currency system, and to expand it to meet the need, action 
must be taken in the early stages, else the resulting confusion 
and disaster can not be avoided. This was realized by the 
authors of the Aldrich-Vreeland Act, and the measure was 
advocated by them only as a makeshift, to remain in force 
until a definite and final plan could be worked out and 
adopted. 


B. The Main Features of Con- 
tinental Banking 


The problems of banking and currency which are still 
before this country, have in a large measure been solved on 
the Continent of Europe. Conditions here doubtless differ 
widely from those abroad; nevertheless we may learn much 
from European experience and example. We accordingly 
continue with a sketch of the Continental system and its 
operation in order that comparison may be made between it 
and the system in the United States, 


I. Centralization and Elasticity of the Note Issue 


The organization of the Continental banking system is 
in its characteristic features the opposite of the American 
system. ‘The note issue is practically restricted to a single 
institution. To the same institution is also entrusted, for the 
most part, the guardianship of the cash reserves of the banks 
and also of other important business institutions. The cash 
or gold reserve of the country is thus concentrated and under 
centralized control. The central note bank is not as a rule 
purely a state institution; it is, however, closely related to the 
government, and its business is under governmental regula- 
tion. 3 

The great mass of banks have no right to issue notes, 
but in other respects their business is practically left un- 
regulated. Neither their cash reserves nor their activities 
are subject to restrictions such as prevail in this country. 
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Such regulations apply only to institutions created for a 
specific purpose, as for example, the mortgage and the sav- 
ings banks. Practically all the banks have business relations 
with the central note bank, either directly with the central 
institution located at the national capital, or with one or 
more of the branches established in almost every city of any 
size or importance. Whenever the cash resources of a bank 
prove inadequate, it turns to the central bank, which, as a 
rule, is able to satisfy the need, because it can create addi- 
tional currency through the issue of circulating notes. 


The security on which notes are based makes the circula- 
tion of the central bank very flexible and easily adaptable to 
business needs. Notes must be covered, in part, by a speci- 
fied reserve in lawful money. So far as the notes are not 
secured by cash reserves, they are based on short time secur- 
ities having their origin in commercial transactions, in other 
words, on bills of exchange. Manifestly notes of such a 
character relate themselves most closely to the changing 
conditions of business activity. When trade is brisk and 
there is a greater demand for currency, bills are offered for 
discount or rediscount at the central note bank, and it issues 
in exchange its notes, which serve the purpose of money. 
Of course, this is conditional upon the central bank having 
on hand a sufficient cash reserve. It is, therefore, necessary 
that the central bank keep always an adequate amount of 
money, in order that it may be able to expand the note 
circulation as the need arises, and also, at all times, may be 
prepared to redeem its notes in gold or lawful money. In 
this way, it satisfies the wants of business, and maintains the 
confidence in the bank, which is fundamental, if its notes 
are to meet with universal acceptance. 

With this system of security for notes they will not re- 
main in circulation longer than they are needed. ‘The bills 
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which constitute the collateral for them, fall due in a very 
limited period, within three months at most. As the bills 
mature, an equal amount in notes or in cash is repaid to 
the bank. ‘The circulation is thus diminished either directly 
by the return of notes or indirectly by payment in cash. 
The latter reduces the amount of outstanding notes not 
fully covered by cash, and is the same, in effect, as if the 
notes were retired from circulation. The note circulation 
thus contracts, as the bills discounted fall due and are paid 
off, unless business activity continues and new bills are 
offered for rediscount, in the same or greater volume. 

Through expansion and contraction, the circulation is 
adapted to the greater or less need for money in carry- 
ing on business. The bank note currency comes into ex- 
istence coincidently with the demand, and disappears as 
soon as the need has passed away. ‘The result is that the 
circulation is successfully adjusted to the fluctuations in the 
seasonal demand for money during the year. 


No less effective is the system in meeting the varying 
needs that arise in the course of a business cycle. The flexi- 
bility of the note circulation, and the concentration of the 
country’s gold reserve in the central bank inspire public con- 
fidence in the ability of the latter to cope with any situation. 
As a result, the transition from a boom to a period of de- 
pression is usually made without panic. 

Experience shows that even during a crisis the demand 
for credit, and the need for cash is not the same in all dis- 
tricts of the country, nor in every branch of business, nor 
among all banks. ‘So long as the central bank enjoys public 
confidence, it is in a position to direct its energies and re- — 
sources to the point where they are momentarily needed. 
Meanwhile, funds are flowing in upon it from other sections 
where the demand for cash is normal. Even in districts in 
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which there may be a run on local banks, the central bank 
usually receives the very money drawn out from the institu- 
tions that have lost public confidence. This money is general- 
ly handed over to other banks and deposited by them with the 
central institution, or it is entrusted directly to the latter. 
Thus the strength of the central institution is maintained 
and augmented. 
The central bank is always in a powerful position, ready 
and able to help, because it can utilize its cash reserves and 
its note issue to the best advantage. Hence the complete 
confidence reposed in it, not alone by the banks and other 
business establishments, but also by the public in general, 
and the universal feeling that the central bank will prove 
able to cope with any increase in the demand for funds so 
long as it is managed well. It is appealed to for help as 
soon as an increased demand for credit or money arises, and 
it is always ready to respond promptly to the needs of the 
situation. Its service to the country in critical times can 
not be overestimated. The general public is led to make a 
run on banks, not because of any actual need of funds, but 
because of loss of confidence. So long as confidence is main- 
tained in the banks, unrest will not become general. Where 
the public feels that the central bank is powerful, and can 
be relied upon to come to the rescue of the banks, there will 
be no general panics. 


II. The Money Market and the Note Circulation 


There is a striking contrast between the Kuropean and 
the American situation as regards facilities for making short 
time loans. In the great industrial countries of Europe, 
there has been developed, alongside of the central note bank, 
an active and far-reaching money market for short time 
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loans and the discount of commercial paper. Its facilities 
are not merely for the stock exchange, or for a few great 
firms; they are equally open to all business men whose credit 
is good. The avenue through which the services of the 
money market are made available to all branches of business 
is, primarily, the discounting of bills. 


_ The money market, particularly in the great business 
centers, is national in its scope. Here are concentrated the 
available funds of the country, and here too converges the 
demand for money originating in various sections, and com- 
ing from different industrial interests. By means of dis- 
counts in such a money market, the surplus funds or floating 
capital of the country are equitably distributed and are used to 
best advantage. In Europe short time loans are made, for 
the most part, in discounts. This form of credit offers the 
greatest facilities to productive industry. Besides the current 
account credit, it is the chief source from which trade and in- 
dustry draw the working capital required for limited periods. 

Discounts have no inconsiderable advantages over book 
credit. ‘The merchant or manufacturer selling goods to be 
paid for, let us say, in three months, usually takes in settle- 
ment the acceptance of his customer, the so-called merchant’s 
or customer’s bill, payablein threemonths. Insome trades he 
receives the acceptance of his customer’s bank. Owing to 
the strictness with which the negotiable instrument act is en- 
forced, the bill is almost certain to be paid promptly at 
maturity. Meanwhile the business man who has taken the 
acceptance can safely count on receiving his money on 
a fixed day. Should he find himself in need of ready 
cash before the acceptance matures, it is a convenient means 
of raising money. He can discount the bill at his bank, or at 
the central bank; that is, he can get in cash the face value of 
his bill, with a slight deduction for discount at the prevailing 
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rate. In the illustration here used, the bill enables the mer- 
chant to convert into cash claims for merchandise sold, some 
time before the account is due. 

Other uses of the bill, more particularly in the form of 
the bank acceptance, are of even greater importance. ‘They 
enable the producer to secure cash advances on commodities 
which have not yet been sold. Many manufacturers are 
obliged to buy their raw material at certain seasons, and long 
in advance of the time for the delivery of the finished prod- 
uct. Often their available funds are inadequate for the 
purchase of raw material, for their capital may be largely 
tied up in stock or in outstanding accounts. A manufacturer 
can, however, get credit by pledging the stock of raw mater- 
ial or other assets to guarantee his draft, which will then be 
“accepted” by his bank. ‘This bank acceptance can be dis- 
counted at any bank, or in the so-called “open money market.” 

A similar use of credit based on bank acceptances serves 
to enable the producer of staples to hold his commodity for 
a more favorable market, at a time when it is possible to sell 
only at ruinous prices. By securing an acceptance from his 
bank, as in the foregoing case, and having it discounted, he 
is in a position to get an advance, enabling him to meet cur- 
rent obligation while waiting for more favorable prices. 
Finally, as noted before, bank acceptances play a very im- 
portant role in settling international transactions. 

The rate of discount on a bank acceptance is always 
dependent on the reputation of the institution making the ac- 
ceptance. As a rule it can be discounted below the “offi- 
cial rate.’ The paper of merchants is generally discounted 
at the official discount rate of the central bank. This is 
about the average rate on bills for the country as a whole. 
At this discount rate, “merchant’s bills” will usually be 
taken not only at the central bank, but at other banks as well. 


Loans based on bills are as a rule cheaper than credit on 
3 
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current account. The reason is obvious. Banks find dis- 
counted bills very desirable investments, and especially well 
fitted as an investment for funds subject to call at any time, 
which must therefore be held in liquid form. 'The law makes 
it almost certain that bills will be paid on time. In this re- 
spect credit on notes differs from credit on current account 
with its less definite time for repayment. There is the further 
consideration that banks can use their stock of bills to secure 
cash. 'They can rediscount them with other banks that may 
have surplus cash on hand and in any event, bills can be con- 
verted into currency at the central note bank. 


In the large stock exchange centers, transactions in 
domestic bills, loans on stock market securities, and trade in 
foreign bills of exchange, all taken together are designated 
as the “open money market,” or, ina more restricted sense, “the 
money market.’* This in contradistinction to the money 
market in its broader sense, used to describe the entire range 
of financial transactions. The open money market is the 
culminating point of the money market as a whole. The 
standard bills discounted in the open money market are so- 
called “private discounts.” These are exceptionally good 
prime bills, and represent paper bearing the acceptance of 
one of the few first-class banks enjoying an international 
reputation. The rate of discount on such bills is the so-called 
“private” rate of discount, which is lower than the official 
bank rate, or the prevailing rate for bills in general. It is 
also lower than the rate for other bank acceptances. These 
are discounted at different rates, depending on the name of 
the bank making the acceptance, and ranging between the 

*In the following pages we use the expressions open money market or “the 
money market” to designate the restricted money market as distinguished from the 
money market in its broader sense or general money market, as above defined. 


The term money market (without quotation marks) applies to both, to the open 
as well as to the general money market. 
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“official” and the “private” rate of discount. Transactions 
in private discounts and the private rate of discount set the 
norm for the general discount market. Herein is the im- 
portance of the open money market. 

The “money market” makes possible an intensive and 
economical utilization of the surplus funds of the country. 
Funds for which there happens to be no profitable local use 
flow into this market from all sides. Here too, centers 
the demand for credit, which can not be met in the part of 
the country where it originates. This demand generally 
expresses itself in bills presented for discount. In the ad- 
justment of supply to demand, which takes place in this 
way every section of the country and every branch of in- 
dustry finds its wants satisfied. The equalization in the 
demand and supply of bills is effected through the banks 
in the stock exchange centers. Their activity in this field 
serves to unite all sections, bringing together particularly 
the remoter districts and the financial centers. Such an ad- 
justment is essential if there is to be a regular market for 
the bills emanating from all parts of the country. 


As a rule there are always banks in the general as well 
as in the open money market, with funds from one section 
or another, prepared to buy bills. They are less hesitant 
to do so, because, should they need money, they can easily 
place these bills with other banks, and in any event redis- 
count them at the central bank, where cash is always obtain- 
able in exchange for good paper. The existence of the cen- 
tral bank is thus the last resort of the market for discounts in 
general and of the open money market in particular. The 
ultimate support offered by the central bank is indispensable 
for the safety.of the individual banks. Without it there 
could be no extensive development of a market for bills, 
and the money market in the narrower sense, as here de- 
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scribed, could not exist. For the central bank, on the other 
hand, participation in the discounting of bills is the means 
of keeping in touch with the industrial movement of the 
country. The intimate relation of central bank and money 
market explains why it is that in the United States there is 
no regular market for commercial paper and no well organ- 
ized general money market. The most important condi- 
tion for such a development is wanting, viz.: a central bank- 
ing institution with the right to issue notes. 


III. The Policies of Central Note Banks 


The relations between the financial transactions of a a 


country, and its central note-issuing institution, and more 
particularly, the relations between the latter and the “money 
market” are, as we have seen, very intimate. It is this close 
connection which enables the central institution to influence 
credit and thereby to exert a vital effect on the industrial 
life of the nation. As an institution of semi-public char- 
acter, it ought not use these powers for private benefit, 
but for the advancement of public interests. In its busi- 
ness policies the dictates of private profit must yield to the 
public good; the general interest of the country must be the 
keynote of its policies and decisive in all doubtful cases. In 
practice the great European note banks have not been found 
wanting, and in all their activities have considered the wel- 
fare of the country as a whole before all else. 

The functions assigned to the central note banks may be 
described as the “regulation of the monetary and credit sys- 
tem.” It is the duty of the central bank to meet the needs 
of the country for currency both under normal conditions 
and in emergencies. In the relations of the country to 
others, its task is to maintain the credit of the nation. 
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The credit of any country depends primarily upon the main- 
tenance of its monetary system, the immediate redemption 
of circulating notes in cash, and the prompt fulfilment of 
its obligations to foreign countries. Such indebtedness may 
be paid off with claims on other countries, or, when these do 
not suffice, by sending the only other medium of interna- 
tional exchange, namely, gold. In order that a country 
may be able to discharge its obligations at all times, its 
central bank must make every effort to keep on hand as 
_ large a stock of gold as possible, to be used, if necessary, 
for the redemption of its own notes, or for meeting obliga- 
tions to foreign countries, when trade conditions so require. 


The variations in the central bank’s stock of gold are in 
the last analysis bound up with the general condition of 
business activity. In turn, the character and extent of trade 
movements will determine largely whether or not the central 
bank will be able to discharge adequately its functions as the 
regulator of the country’s monetary and credit system. 
The interconnection between trade and the money market, 
and their relations to the central bank make it necessary for 
the latter to take an active part in shaping the country’s 
industrial movements. As these are in a great sense depen- 
dent on the money market, the central bank is in a position 
to influence them, through exerting its power on the money 

market. 


The fundamental principle in the policy of a central 
bank, therefore, is to build up its resources as much as pos- | 
sible, while conditions are normal. Only in this way can it 
prepare for emergencies and abnormal demands for money, 
and hold itself ready to furnish the help urgently needed on 
such occasions. Thus it is a matter of much concern to the 
central bank that the pace of industrial activity should not 
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become overhasty. When the demand for credit expands 
too rapidly, the bank seeks to check the movement by raising 
the discount rate. Its object is to make credit dearer, and 
to reduce the demand for money by discouraging borrowing, 
when the need is not urgent, thereby also protecting its own 
resources. 

The success of such a discount policy as a preventive 
measure, depends largely on the central bank’s ability to 
make its discount rate effective, and to enforce it in the 
money market. Another and important condition of suc- 
cess is that action should be taken by the bank early enough 
to check the overexpansion of credit. If the bank inter- 
venes too late, and expansion of credit has gone too far, the 
efforts of the central bank are more or less futile. Under — 
such conditions it must act cautiously. The rate of dis- 
count must not be raised too suddenly, and the bank must 
not go too far in refusing credit, in order to restrain the 
movement of expansion by force. It is unsafe to do so, 
even though the boom may originate wholly, or in part, 
in speculative movements, and may be without substantial 
foundation. By resorting to harsh measures in an advanced 
stage of overexpansion, the central bank may do more harm 
than good, and its action will serve only to hasten the 
crisis, and to make it more acute. The function of the cen- 
tral bank, on the contrary, is to prevent a collapse, or at least 
to moderate its violence. 

At the culmination of a boom, when the turn towards a 
period of depression is at hand, the bank will make every 
effort to prevent a sudden breakdown which is likely to in- 
volve serious injury. Its energies must be bent to the task 
of making the transition to a condition of industrial depres- 
sion more gradual. In contrast with its earlier policy of re- 
striction, the bank will make advances to establishments of 
high standing, in order that they may not be compelled to 
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sacrifice their products at ruinous prices, and to shut down 
their plants, and throw their employees out of work. The 
duty of the bank is to supply sufficient credit to enable the 
business world to find itself again, and to resume its nor- 
mal course. Only in this way can it prevent a general in- 
dustrial collapse, and minimize the evil effects of the crisis. 

When the demand for credit abates, the bank quickly 
feels the growing ease in the money market; fewer bills are 
offered for discount, and the amount of its outstanding notes 
’ declines accordingly. ‘The central bank takes account of 
the situation and meets it by gradually reducing its discount 
rate. The chief consideration here is that the business com- 
munity should not be burdened by too high a rate of dis- 
count, tending to increase production costs. 

Such action is also dictated by the necessity of the central 
bank maintaining its influence over the money market. If 
the difference between the official bank rate and the market 
rate becomes very great, the central bank will cease to be in 
close touch with the money market. ‘The great bulk of bills 
offered will be discounted by the private banks; few will 
come to the central bank, and its hold on the situation will be 
weakened. The central bank must do everything to avert 
such an outcome. It can not influence the industrial situa- 
tion unless it is always in close contact with the money mar- 
ket, perceives all important changes promptly, and is, at the 
same time, in a position to make its rate of discount effective. 
Only through intimate relations with the money market and 
industrial movements can a central bank obtain the neces- 
sary insight into particular situations and the general con- 
spectus which it must have at all times if it is to be in a 
position to give its support in money stringencies, where and 
to whom it is due, and lend its credit to those deserving of it. 

The importance of keeping in touch with the market is 
universally recognized. When the conditions are such that 
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the central bank does not deem it advisable to lower its own 
rate of discount, it will try to reduce the margin between 
its rate and the rates in the money market to a normal point 
(more particularly, between its rate and the private rate of 
discount) by working for a higher market rate. To il- 
lustrate: The central bank may be of the opinion that the 
prevailing ease in the money market has no real foundation, 
that it is due only to a momentary oversupply of funds 
caused, let us say, by the temporary inflow of money from 
abroad. Under such conditions the central bank will not 
reduce its rate. On the contrary, by coming into the market 
as a borrower, it will try to prevent a further decline in the 
private rate of discount or to force up this rate, on which the 
other rates more or less depend. In Germany, for example, 
the Reichsbank rediscounts treasury bills, 2. e., the short time 
notes of the government, on the Berlin stock exchange, where 
they are always taken at the private rate of discount. If the 
central bank has a large supply of such securities on hand it 
can use them to increase the demand for money in the open 
market by offering them for rediscount. It thus forces a 
higher private rate of discount. This is effective if the ease 
in the money market is not universal and does not rest on 
fundamentally sound conditions. If, however, the central 
bank should have been mistaken in its diagnosis of the situa- 
tion, its action will not raise the private rate of discount to a 
higher level. It may even fail to prevent further decline. 
The central institution will then be obliged to reduce the 
official rate to correspond with the conditions in the money 
market. 


The policy pursued by the central bank is shown 
clearly in the movement of the official rate of discount. The 
changes in the course of the year as well as those in the 
progress of the larger business cycles can readily be followed 
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in detail. Soon after the beginning of the year the discount 
rate reaches a relatively low point. Then it gradually rises, 
attaining the high mark towards the last quarter, when as a 
rule the demand for money is greatest. The rate continues 
on a relatively high level into the next year. In January 
or February a low point is again reached. Then the move- 
ment as described is repeated. 

The same development can be seen on a larger scale in 
the progress of a business cycle, if we look at the average 
rate of discount for a considerable length of time. When a 
period of trade activity opens, the rate of discount is low. 
As conditions improve, the discount rate is carried along to 
higher marks. The normal fluctuations in the course of the 
year continue as before, but on a level that is higher from 
year to year. The decline of the rate of discount during the 
period of easy money in any year is not as great as the sub- 
sequent rise in the rate, with the result that, though its 
course may be interrupted, the average rate of discount rises 
as the boom progresses. The discount rate reaches its cul- 
minating point about the time when the crisis comes. It 
remains on a high level for a considerable period, until the 
obligations entered into at high tide have finally been liqui- 
dated, and the dangers of the crisis have been passed. From 
that time on, the bank rate gradually declines, until it reaches 
a point below which the official rate does not fall. 


IV. Publicity 


It is clear from the foregoing discussion that with skillful 
management a central bank is in a position to exert a decisive 
influence on the industrial activity of the country. We 
naturally inquire how the abuse of such power is to be 
guarded against. This is achieved, in part, (1) by exercis- 


42 ALDRICH PLAN—MODERN BANKING 


ing great care in the make-up of its administrative staff, 
(2) by creating advisory committees constituted of business 
men, expert in their lines, (3) by enacting strict laws regu- 
lating the conduct of the business of the central bank, and 
lastly (4) by publicity. 


The best and most effective device for controlling a 
central bank is publicity. This is enforced by requiring pub- 
lic statements at brief intervals, usually once a week, giving 
the details of the bank’s assets and liabilities. Regular pub- 
lished statements of this kind compel the managers of the 
note bank to take account of the movement of the bank’s | 
business, and to study the significance of the situation con- 
fronting them. On the other hand, the reports give the pub- 
lic a means of controlling the bank’s activity, and of watch- 
ing its policies. The opportunities for the abuse of the 
bank’s powers are thereby effectively restricted. Leading 
newspapers and banking and trade publications print criti- 
cisms of the bank’s statements, and the activities of the bank 
are thus discussed from every possible point of view. Sim- 
ularly, mistakes of policy and faults in details of administra- 
tion are quickly pointed out, and early correction is made 
possible. 

The importance of publicity, however, is by no means 
exhausted with its use for purposes of controlling the policy 
and business administration of the central bank.. It becomes 
a regulator of the money market and thereby of business 
as a whole. The bank reports, or rather the conditions 
revealed by them, today form an index and a guide for busi- 
ness activity in general, and help to prevent speculative over- 
expansion. While bank publicity does not always serve to 
accomplish this fully, it is usually an effective restraint. The 
variations in the different items appearing in the bank state- 
ment enable the careful observer to form an almost accurate 
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opinion as to the extent and the character of the dependence 
of business, directly or indirectly, on the resources of the 
central bank. Its statements reflect the conditions in the 
money market as a whole, and this in turn serves as a reliable 
index of the general industrial situation. Naturally, 
countries having a well organized money market and an 
active central bank, give the closest attention to the state- 
ments of the latter. This applies not only to bankers and 
persons directly interested in the money market, but to 
business men generally. All of them find material to guide 
their action in their own lines of business in the figures of 
the bank statement. 


An example will best illustrate the degree in which these 
statements reflect the policy of a central bank, the adaptation 
of the note circulation through expansion and contraction 
to meet business needs, and the changing conditions in the 
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money market. The weekly statements of the German 
Reichsbank may be taken as typical. They are particularly 
instructive, as showing the constantly changing needs for 
money and credit, and the co-extension of the credit system 
with varying conditions in a country which has undergone 
enormous industrial development during the last few decades. 

In general these figures show that between the 23d and 
30th of September 1911, the resources of the bank had been . 
impaired, but that during the first week of October an im- 
provement had already taken place. The increasing weak- 
ness during the last week of September signified that the 
credit needs of the country were much greater than the 
resources available in the general and in the open market. 
Accordingly, the central bank was called upon to supply 
a large amount of currency, which it did by expanding its 
circulation from $399,300,000 to $546,800,000 [ Increase: 
$147,000,000] and by paying out in addition a large amount 
of money. Thereby it reduced its stock of gold and other 
coins from $264,600,000 to $236,900,000. [Decrease: $27,- 
700,000.] The circulating medium of the country had thus 
been enlarged by approximately $175,000,000 in the course 
of the week. 

This increased need for money was due to the moving of 
the crop and the settlements at the close of the third quarter. 
The demand made on the central bank for currency can be 
expressed by a single figure: the amount of notes out- 
standing in excess of the cash or gold reserves of the bank, 
the so called “uncovered” notes. The absolute amount of 
notes outstanding is of no special significance, for much of 
it merely takes the place of money held in the vaults of the 
central bank. 'To the extent that notes are issued for gold, 
there is no increase in the circulating medium of the country, 
notes being used for convenience in place of coin. The cur- 
rency expands only to the extent that notes are issued with- 
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out any corresponding increase in the metallic reserves of 
the bank. The so-called uncovered circulation, or excess of 
notes over cash reserves, was $134,700,000 on September 
23d; on the 30th it had risen to $309,400,000, indicating that 
the bank had satisfied the demand for additional currency to 
the extent of $175,000,000 as shown above. 

The increase of the note circulation and decrease in the 
metallic reserve meant that the condition of the central bank 
had been weakened. ‘The percentage of the cash reserve, or 
ratio of metallic money* to the outstanding note circulation, 
fell from 66.3% to 43.4%. Inasmuch as the Reichsbank is 
obliged to maintain a minimum cash reserve equal to 
33 1-3% of its outstanding notes, the rapid reduction of its 
reserves indicated the need of caution by the bank, and the 
possibility that it would before long be compelled to increase 
its rate of discount, in order to check a further expansion 
of its note circulation. 

Further, the details of the bank-statement show in just 
what form the different elements in the business community 
secured their accommodation from the central bank. Pri- 
marily this was done through the discounting of bills and 
borrowing on collateral. The amount of bills held by the 
bank increased $128,200,000 (rising from $296,700,000 to 
$424,900,000) , collateral loans increased by $9,500,000 (from 
$12,100,000 to $21,600,000). Moreover the customers of 
the Reichsbank had drawn on their free “giro” deposits; that 
is, deposits in excess of the required minimum for the right 
to have a “giro” account.+ During the week in question “giro” 
deposits fell off by $29,400,000 (from $184,100,000 to $154,- 
700,000). ‘The differences in these three items express the 
changes in the relation of the Reichsbank to its customers. 


*Including about $15,000,000 of Reichskassenscheine—government notes issued 
to replace the paper money of the several states upon the formation of the 
empire. Not legal tender but acceptable by the government for taxes, etc. 

tFor further account of the working of the giro system consult page 91. 
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The absolute figures indicate the extent to which the business 
community is indebted to the central bank. Bills and col- 
lateral loans (amounting on September 23d to $308,800,000) 
represent in general the gross indebtedness of the commun- 
ity; deposits (amounting on the same date to $184,100,000) 
stand for the amount due to it by the note bank. The dif- 
ference (amounting to $124,700,000) shows the net amount 
of credit extended by the central bank. During the week 
under discussion, the increase in the amount of credit granted 
by the central bank was $167,100,000. | 

After the settlements for the third quarter had been 
effected, money began to flow back into the bank. ‘The 
beginning of the movement showed itself in the statement of 
October 7th. During October, repayment of loans was rapid, 
as is usually the case in that month. The statement for 
October 23d shows the change in the situation very clearly. 
As compared with the figures for September 30th, when the 
outstanding circulation was highest, the figures at the end 
of the third week in October indicated that $135,900,000 of 
bills and $7,100,000 of collateral loans had been paid up. 
Part of the funds for this purpose had been taken, how- 
ever, from the “giro” deposits, which show a decline of 
$1,900,000. The net demand for credit, as shown in the 
excess of the amount of bills and collateral loans held by the 
central bank over the deposits of the business community, 
amounted to $150,700,000. It had been reduced by 
$141,100,000 as compared with the figures on September 
30th, and was thus on October 23d only $26,000,000 higher 
than four weeks previous, just before the settlements for the 
third quarter. It is clear that the additional credit require- 
ments at the end of the third quarter had been for the most 
part repaid by the close of the third week in October. The 
business community had reduced its indebtedness to the 
Reichsbank in the main by returning its notes and by paying 
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in coin. The bank’s holdings of metallic money increased 
by $24,100,000, its outstanding circulation declined by $116,- 
400,000. ‘The note issue not covered by the bank’s stock of 
cash had declined from $309,400,000 on September 30th 
to $168,900,000 on the 23d of October, a reduction of $140,- 
500,000. The ratio of cash reserves to outstanding notes had 
risen in consequence from 43.4% to 60.7%. Thus where 
the central bank and the money market work hand in hand, 
the note circulation of the bank is automatically expanded 
and reduced in keeping with the currency needs of the busi- 
ness community. 

The condition of the Reichsbank is at times affected also 
by changes in its so-called “securities” account. This is made 
almost entirely of short time treasury bills, representing 
borrowing on the part of the government in anticipation of 
the collection of its regular revenues. The variations in the 
“securities” account have only a remote connection with the 
movements of trade and are of secondary importance in 
studying the condition of the money market. The trans- 
actions under this head are important only when the govern- 
ment borrows freely from the central bank. If the needs of 
the government come at a time when there is a large demand 
for credit from merchants and manufacturers, the position of 
the bank is weakened, as it is deprived of funds which would 
otherwise have been available for the needs of the money 
market. On the other hand government deposits often 
help to strengthen the position of the bank, giving it control 
of a large amount of funds which it can use in the money 
market. 

In the illustration here taken, the loans to the govern- 
ment were coincident with the large demand from the pub- 
lic. The “securities” account, representing loans to the 
government, increased from $6,000,000 to $28,100,000. In 
the following week this was no longer the situation. The 
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needs of the governinent increased to ‘$37,200,000, but the 
requirements of the public declined. 3 

The figures here cited are significant as an index of the 
condition in the money market when taken in relation to 
other statements. Before judgment can be passed on a 
situation and inferences drawn as to probable developments, 
comparison must be made with movements in previous years, 
and more particularly with years representing analogous 
business and financial developments. From a compara- 
tive study of bank statements, conclusions that are quite re- 
liable may be drawn in reference to movements both in the 
money market and in business in general. The details of 
such a study would lead us too far here. For the 
present purpose it is enough to show how the bank state- 
ments at once mirror the increase in the demand for currency, 
and the automatic contraction in the note circulation with 
the falling off in the need for currency. The loans made by 
the bank are repaid, and the notes are, accordingly, with- 
drawn from circulation. 


The movement, here described in detail for the German 
Reichsbank, is essentially the same in the case of other banks 
of issue of similar or like character. As another illustration 
there are cited below three statements of the Bank of 
France.* ‘To the official items are added the changes from 
week to week in the cash reserves for outstanding notes, the 
net credit demand on the central bank as shown by the excess 
of loans and discounts over deposits, etc., in the same form 
as described above in detail. | 


“The statements of the Bank of France do not usually exhibit the greatest 
fluctuations. Its reports are for the week ending Wednesday. As the months 
usually end within the period of the weekly statement there has been a marked 
recession in the credit demand by the time the next statement is issued in the 
following month, and the actual tension on settlement dates can only be inferred. 
For this reason the statements of the Bank of France here used are not those 
corresponding to the German reports. To emphasize movements more clearly, 
the statements showing the changes from May to June are chosen, in which 
the fluctuations are most marked. 
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Taste 5—ImporTANT ITEMs, STATEMENTS OF THE 
Bank oF FraNcE, May-June, 1911 


(in millions of dollars) * 


ot ay Increase: » Increase 
1911 May 26 June 1 or June 8 or 
Decrease Decrease 
Liabilities: 
Outstanding notes ........ $972.4 |$1003.3 +30.9 | $985.3 | —18.0 
Public) deposits) !.'.,5 -/.'.< +++ 43.3 40.7 — 9:6 32.3 + 8.4 
Private deposits .......... 125.1 111.8 —13.3 120.9 | + 9.1 
Assets: | i ean ghd 
CHT ee o's wis eile she She alre“clceta 790.2 784.8 — 5.4 785.3 + 0.5 
Bills discounted .......... POS Sh. 233.7% +35 .4 199.8 —33.9 
Loans on collateral ....... 118.7 118.2 — 0.5 122.2 + 4.0 
Ratio of cash reserves to out- | 
standing notes, per cent:| 81.26 78 .22 —3.04 RQUTO 4 a8 
Sinicovered’ notes 6s. .i. s,s $182.2 | $218.5 SSG $200.0 —18.5 
ipiscounts and loans J ..%.6 6. $317.0 |. $351 9 $322.0 
Private deposits (—) ......... 125.1 11a. 8 120.9 
Net credit demand (=) ....-. 191.9 | 240.1 | 148.2 | 201.1 | —s9:0 


*100 francs—19.3 dollars. i 

In contrast with the movements of the note circulation 
in Germany and France the outstanding notes in the United 
States show but little variation. All that can be gathered 
from our bank statements for the same period (1911) is 
shown in the table below, from which it appears that there 
was a gradual increase from the close of June to the begin- 
ning of August—amounting in all to $11,000,000. 


Taste 6—Ovutstanpinc Nores or THE NATIONAL 
Banks, 1911 


(in millions of dollars) 


RAYA Sb Mateecctain bs ao $732.8 UMS URS Ee dlats ale oleae $739 .2 
SET GC) vorela's ay ais) sae 3 728.2 "or | UL RL CR USE RAL Pat 738 .8 
BIEL Vi Gy ekainit-c aise 601» 728.5 FOCTODET SE occa aa ie! - 737 .2 


Here, of course, there is no question of any automatic 
expansion or contraction, nor of any adaptation of the vol- 
ume of notes to the requirements of business. 

4, 


C. Fundamental Ideas of the 
Aldrich Plan 


Comparison of American banking and currency with 
that of other countries and more particularly with the 
highly developed organization on the European continent, 
demonstrates that our system is obsolete and unsatisfactory. 
Its complete breakdown in crises together with its general 
inadequacy establish beyond doubt the urgent necessity for 
reforms. The creation of the National Monetary Commis- 
sion was a recognition of the need. After a thorough in- 
vestigation of banking in all important countries, the Com- 
mission reported that the American banking system was 
thoroughly unsatisfactory, specifying seventeen points in 
which it was defective. These are here reproduced for the 
reader’s attention: 

“1, We have no provision for the concentration of the 
cash reserves of the banks and for their mobilization and use 
wherever needed in times of trouble. Experience has shown 


that the scattered cash reserves of our banks are inadequate 
for purposes of assistance or defense at such times. 


“2. Antiquated Federal and State Laws restrict the use 
of bank reserves and prohibit the lending power of banks 
at times when, in the presence of unusual demands, reserves 
should be freely used and credit liberally extended to all 
deserving customers. 


“3. Our banks also lack adequate means available for 
use at any time to replenish their reserves or increase their 
loaning powers when necessary to meet the normal or unusual 
demands. 

“4, Of our various form o currency the bank note issue 
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is the only one which we might expect to respond to the 
changing needs of business by automatic expansion and con- 
traction, but this issue is deprived of all such qualities by the 
fact that its volume is largely dependent upon the amount 
and price of United States bonds. 


“5. We lack means to insure such effective codperation 
on the part of banks as is necessary to protect their own and 
the public interests in times of stress or crisis. There is no 
co-operation of any kind among banks outside the clearing- 
house cities. While clearing-house organizations of banks 
have been able to render valuable services within a limited 
sphere for local communities, the lack of means to secure 
their co-operation or affiliation in broader fields makes it 
impossible to use these or similar local agencies to prevent 
panics or avert calamitous disturbances aff ecting the country 
at large. These organizations have, in fact, never been able 
to prevent the suspension of cash payments by financial insti- 
tutions in their own localities in cases of emergency. 


“6. We have no effective agency covering the entire 
country which affords necessary facilities for making domes- 
tic exchanges between different localities and sections, or 
which can prevent disastrous disruption of all such exchanges 
in times of serious trouble. 


“7. We have no instrumentality that can deal eff ectively 
with the broad questions which, from an international stand- 
point, affect the credit and status of the United States as 
one of the great financial powers of the world. In times of 
threatened trouble or of actual panic these questions, which 
involve the course of foreign exchange and the international 
movements of gold, are even more important to us from a 
national than from an international standpoint. 


“8. The lack of commercial paper of an established 
standard, issued for agricultural, industrial, and commercial 
purposes, available for investments by banks, leads to an 
unhealthy congestion of loanable funds in great centers and 
hinders the development of the productive forces of the 
country. 


“9. The narrow character of our discount market, with 
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its limited range of safe and profitable investments for banks, 
results in sending the surplus money of all sections, in excess 
of reserves and local demands, to New York, where it is 
usually loaned out on call on Stock Exchange securities, 
tending to promote dangerous speculation and inevitably 
leading to injurious disturbances in reserves. This concen- 
tration of surplus money and available funds in New York 
imposes upon the managers of the banks of that city the vast 
responsibilities which are inherent in the control of a large 
proportion of the banking resources of the country. 

“10. The absence of a broad discount market in our sys- 
tem, taken together with the restrictive treatment of reserves, 
creates at times when serious financial disturbances are anti- 
cipated a condition of dependence on the part of individual 
banks throughout the country, and at the same time places 
the farmers and others engaged in productive industries at a 
great disadvantage in securing the credit they require for 
the growth, retention, and distribution of their products. 

“11. There is a marked lack of equality in credit facil- 
ities between different sections of the country, reflected in 
Jess favored communities, in retarded development, and 
great disparity in rates of discount. 

“12. Our system lacks an agency whose influence can be 
made effective in securing greater uniformity, steadiness, 
and reasonableness of rates of discount in all parts of the 
country. 

“13. We have no effective agency that can surely pro- 
vide adequate banking facilities for different regions 
promptly and on reasonable terms to meet the ordinary or 
unusual demands for credit or currency necessary for mov- 
ing crops or for other legitimate purposes. 

“14. We have no power to enforce the adoption of uni- 
form standards with regard to capital, reserves, examina- 
tions, and the character and publicity of reports of all banks 
in the different sections of the country. 

“15. We have no American banking institutions in 
foreign countries. ‘The organization of such banks is neces- 
sary for the development of our foreign trade. 

“16. The provision that national banks shall not nie 
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loans upon real estate restricts their power to serve farmers 
and other borrowers in rural communities. 


“17. The provision of law under which the Government 
acts as custodian of its own funds results in irregular with- 
drawals of money from circulation and bank reserves in 
periods of excessive Government revenues, and in the return 
of these funds into circulation only in periods of deficient 
revenues. Recent efforts to modify the independent Treas- 
ury system by a partial distribution of the public moneys 
among national banks have resulted, it is charged, in dis- 
crimination and favoritism in the treatment of different 


banks.” 


The faults here detailed can be reduced to three funda- 
mental defects: (1) the inflexibility of our note circulation, 
(2) the dispersion of our national gold reserve, and finally 
(3) the lack of a money market or a general market for 
short time loans and discounts. 

We have seen why a well organized money market could 
not be developed in the absence of a central note bank. An 
institution of this kind is the absolute prerequisite of a mar- 
ket for short time loans. The failure to organize a money 
market is in the last analysis the result of the two other 
defects here noted. 'The fundamental shortcomings of the 
American banking organization are thus traceable to our 
inelastic system of issuing bank notes and to the decentral- 
ization of the gold reserve of the banks. 

These defects in our organization of credit are recognized 
in the Aldrich plan as embodied in the bill submitted by 
the National Monetary Commission with its report. The 
plan proposes by way of reform to introduce greater flexi- 
bility in the bank note system, to concentrate the widely 
scattered gold reserves of the banks in a central agency, in 
order that their combined resources may be available for 
relief in times of crisis, or for use beforehand to avoid the 
outbreak of panics. 
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In theory these ends might be best achieved through the 
creation of a central bank authorized to issue notes. The 
Commission, however, does not recommend the establishment 
of an institution of this character, chiefly because existing 
political sentiment would make impossible the enactment of 
legislation looking to this end. From the struggles over the 
first and second Bank of the United States, the country 
has inherited a deeply ingrained distrust of central banks, 
which may not be altogether unjustified in view of present 
conditions. It is undeniable that the centralization of the 
note issue without adequate precautions against abuse makes 
it possible to exploit, for selfish purposes, the note circu- 
lation, with its tremendous influence on the business activity, 
of the country as a whole. 

Objections to a central bank are primarily political. It is 
feared that a central bank might be used for political pur-: 
poses, to strengthen the powers of the central government, 
or to advance the business interest of politicians belonging to 
whatever party may be in power. ‘There is, moreover, the 
dread that control of a central bank might fall into the hands 
of a combination of financial or capitalistic interests, one 
or the other groups of Wall Street, of which there is wide- 
spread distrust, and that it would become an instrument for 
forcing policies dictated by their selfish interest upon the 
country. Lastly, there is the American aversion to govern- 
ment interference in private business, and more emphatic- 
ally in a field which is already occupied by a special class 
of institutions, subject to governmental regulation. It is 
naturally assumed that their present function in the issue 
of notes would be interfered with by a central bank, and their 
other vested rights perhaps impaired. 

These factors all serve to place obstacles in the way of a 
thorough reorganization of the American banking system. 
The various forces must be reckoned with, and the endeavor 
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to reconcile the conflicting interests explains the fundamental 
ideas underlying the Aldrich Plan and the proposed legis- 
lation. 

The Aldrich Plan takes account of the situation. It 
proposes an institution to exercise the functions of a central 
bank, which shall be so different in form and organization 
that it will no longer be open to the objection raised against 
that type of bank. The institution advocated is to be 
known as the National Reserve Association of the United 
States (hereafter abbreviated as N. R. A., or referred 
to as the Association). It is not to be an indepen- 
dent central bank, but an institution formed by the co- 
operation of the existing banks, uniting in itself the resources 
of the individual banks for the purpose of increasing their 
efficiency. To quote the Monetary Commission: “It is not 
a bank but a co-operative union of all the banks of the coun- 
try, with very limited and clearly defined functions.” And 
again: “Instead of overshadowing the banks, it is their repre- 
sentative; its controlling forces, acting in the public interests, 
impose policies upon and grant powers to its managers. .. . 
It is outside of and supplemental to the existing system and 
not a competitor in any sense with existing banks. . . . Its 
dominating principle is co-operation and not centralization.” 

The Association is not to compete with the banks. To 
make competition impossible, it is permitted to do business 
in this country only with the institutions united to form it. 
These alone may hold stock in the Association, and the 
profits of the Association up to a certain point accrue to 
them. 7 

Much skill and ingenuity has been spent in devising a 
highly elaborated system for the election of directors and 
officers in the National Reserve Association, and in the con- 
stituent local organizations in which all the banks are 
grouped. The object is to make it impossible for any body 
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united by political, financial, or sectional interests to secure 
control of the Association, or of its constituent local units. 
Provision is further made that one uniform rate of discount 
must be applied everywhere in the United States. More- 
over, the same rights and privileges must be extended to 
every bank belonging to the Association. _ 


Further changes in the existing banking system are pro- | 
posed, in order to enable the new institution to discharge the © 
functions usually assigned to European central banks. To 
create a more flexible note system, the plan proposes the 
gradual abandonment of the use of government bonds as 
a basis for bank notes. It contemplates the issue of notes 
secured by lawful money and by bills having their origin in 
commercial transactions. Owing to unfavorable legislation, 
the commercial paper now in use is either too limited in 
amount to serve the purpose, or of a character that would 
not meet requirements. Measures are, therefore, advocated 
to facilitate the establishment of a market for commercial 
paper or short time loans, with which the Association could 
work in harmony. The national banks are authorized to 
make acceptances. Our relations with the international 
money market are to be drawn closer by permitting the 
Association to deal in foreign bills of exchange, both in 
this country and abroad. The way is thus to be paved for 
the development of a well organized money market for short 
time loans and commercial paper or discounts. 

The plan proposes to establish American banks in for- 
eign countries for the purpose of fostering trade relations 
and aiding in financing our foreign commerce. National 
banks are permitted to own stock in these institutions. 
These banks will enable American capital to secure a firmer 
foothold in the international money market, and to occupy 
abroad a position in keeping with the extent of our interests. 
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The final step towards the establishment of sound finan- 
cial conditions aims at the concentration in one place, and 
under one control, of the gold reserve now so widely distri- 
buted among the numerous banks of the country. The banks 
forming the Association are permitted to keep their legal 
cash reserve on deposit with the Association. The latter 
is also to act as treasurer for the United States. In 
these two ways the Association will come into possession of a 
large amount of gold, which will serve to secure its notes, 
and will put it in a position to come to the relief of legitimate 
business interests in the event of a crisis. The plan of the 
proposed legislation accepts in the main the Continental sys- 
tem. The chief difference is that the Association, as the 
central note institution, is not a central bank in the Euro- 
pean sense. 


The details of the proposed legislation have been devised 
with a view to carry into effect the few fundamental prin- 
ciples as here outlined. The different provisions in the bill 
have not yet received their definite and final formulation, and 
they are not altogether systematic in their sequence. In- 
stead of adhering to the order in which the various provisions 
of the plan or bill are found, we have thought it advisable 
to arrange the subject matter, in the following discussion, 
in accordance with the fundamental ideas in their proper 
sequence. | 


CHAPTER II 
Details of The Aldrich Plan 
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Details of The Aldrich Plan 


I. Charter and Membership 


The bill submitted with the report of the Monetary Com- 
mission opens with provisions for the incorporation of the 
National Reserve Association, and prescribes the form of 
its organization and administrative machinery. 


_ .The National Reserve Association is established for a 
period of fifty years, with headquarters in Washington. 
The bill gives the Association a charter to do business for a 
much longer period than is customary in the case of the 
Kuropean central banks. Thus the charter of the German 
Reichsbank expires at the end of ten years, and must be 
renewed by legislative act, in order that the bank may con- 
tinue. Evidently the departure from European examples 
has been made consciously, because it was felt desirable to 
insure the existence of the bank for a period long enough to 
fully establish the desirability or the necessity of the institu-. 
tion in our monetary and banking system. A charter for a 
long period of years has the advantage of making the con- 
tinuance of the bank independent of political changes. ‘The 
question of renewing the charter will be taken out of politics. 
Certain disadvantages, however, are involved. These are, 
indeed, minimized by a provision introduced into the bill, 
reserving to Congress the right to alter or amend the 
act creating the Association, such modifications of the. 


act to take effect at the end of any ten year period from 
61 
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the date of organizing the Association. The latter is 
under this provision given time to prepare for any changes 
that may be required by Congress, and to adjust its busi- 
ness with as little disturbance as possible. [P. 1; B. 1*.] 

It is apparent that with the establishment of the Asso- 
ciation a break is made with the old system. Even if we 
regard the proposed Association as no more than the repre- 
sentative or collective agent of the banks, it must be evident 
that a new institution is created and the banking system is 
established on a different basis. In the bill provision is 
therefore made, properly enough, for the repeal of all acts, 
or parts of acts, inconsistent with the proposed law creating 
the association. [B. 59.] 


The capital stock of the Association is not fixed at any 
specific sum. It is to be equal in amount to twenty per cent 
of the paid in and unimpaired capital of all banks constitut- 
ing its membership. The amount of the capital stock, ac- 
cordingly, varies with the capital of the banks uniting to 
form the Association. Stock can be owned only by national 
banks, state banks and trust companies. ‘These institutions 
alone may participate in the Association; they alone (except 
for the government) may do business withit. These institu- 
tions are authorized to own shares of the Association to the 
amount of twenty per cent of their paid in and unimpaired 
capital. They can hold no more and no less. On increasing 
their capital they must subscribe for additional stock in the 
Association, and on reducing their capital they must sur- 
render a proportionate amount of their shares. [P. 2, 3, 
60; B. 3.] 

From the statistics published by the Comptroller of the 

*In the references “P” designates sections in the revised Aldrich Plan; “B,” 


sections in the Bill submitted with the Report of the National Monetary Com- 
mission. 
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Currency for these three classes of banking establishments, 
it is possible to arrive at an approximation of the probable 
capital stock of the Association. The capital of these in- 
stitutions is as follows: 


Class of Banks ae eee “fi Paid-in Capital 
National Banks Gs $1,033,600,000 
State Banks 12864 452,900,000 
Trust Companies 1616 441,600,000 
All banks 21852 $1,928,100,000 


The figures for the national banks are as of June 14, 1912, 
those for the state banks and trust companies as of June, 
1911. Later figures are not available for the two last-named 
classes. Doubtless there has been a considerable addition 
to the capital for each class, through increase of capital 
stock and the organization of new institutions. The present 
capital of all institutions may be estimated at approximately 
$2,000,000,000. 

If all these institutions were to join the Association, its 
capital would amount to $400,000,000. However, not all are 
eligible. A specified minimum capital is a condition for 
membership, and this provision would eliminate a very con- 
siderable number of small banks. [P.61;B.3.] It was 
originally contemplated to restrict membership to the nation- 
al banks. In the revised form of the proposed legislation, 
trust companies and state banks are admitted on the same 
terms. Membership is conditional upon ownership of stock 
in the association, and conformity with the requirements 
of the proposed legislation. 

The draft of the law, as submitted, makes provision only 
for voluntary application for membership, and for compul- 
sory surrender of membership privileges in the case of bank- 
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ruptcy or voluntary liquidation. ‘The bill is silent on the 
right of a member bank to withdraw from the Association of 
its own will. This point is too serious to be left in doubt, 
for if banks are to have the privilege of withdrawing from 
membership at their pleasure, the existence of the Associa- 
tion would be made dependent on the good will of the banks. 
Withdrawal from membership, should, therefore, not be per- 
mitted without such restriction as will safeguard the exis- 
tence of the Association and its uncrippled activity. [P. 2, 
3, 64; B. 38, 12.] | 

' Shares of the capital stock of the Association are not 
transferable, and they can under no circumstances be hypoth- 
ecated. These provisions make effective the general restric- 
tions on the ownership of stock which seek to prevent any 
single bank from enlarging its stock holdings in the Asso- 
ciation and acquiring undue influence thereby. At the same 
time, it is made impossible for persons or institutions other 
than those intended under the proposed legislation to secure 
a foothold in the Association. [P. 3; B. 12.] 

The revised Aldrich plan contemplates for the Associa- 
tion an initial capital of $300,000,000, of which one-half is to 
be paid in at once, and the rest is to be payable on demand. 
‘The Association would thus begin business with a capital of 
$150,000,000, an amount which would put the Association 
ahead of all existing central banks, as regards capital. This 
may be seen from the following figures of the three leading 
central note banks of the world. 


Bank of England.......... $72,800,000. 
Reichsbank of Germany..... 45,000,000 
Bank of France.) 2.0 ae 36,500,000 


While the capital contemplated in the Aldrich plan is 
$300,000,000, this is not the minimum required before the 
Association can begin business. The bill provides that the 
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institution may enter upon its work as soon as $200,000,000 
have been subscribed for and $100,000,000 actually paid in. 
The ultimate capital can not be readily determined. We 
may presume that it will be much more than $200,000,000, for 
if the national banks alone enter the Association, the capital 
stock would exceed that figure. Moreover, the capital of 
the Association would never be fixed at any definite amount. 
Provision is made for subscription to the capital stock by 
newly organized banks, or by existing banks, which may later 
join the Association. Furthermore, as banks belonging to 
the Association must hold shares of a par value of twenty 
per cent of their paid-in capital, the capital stock of the 
Association would increase or diminish with the changes in 
the capital of the constituent banks. Original subscriptions 
are, naturally, to be at par, but subsequent subscriptions 
are to be paid for at book value. In the same way, a bank 
retiring any part of its capital, receives on the surrender of 
a proportionate amount of its stock holdings in the Associa- 
tion, the book value of the shares. [P. 3; B. 3.] 

The element of variation in the capital stock of the Asso- 
ciation is certainly not an advantage. It makes the ascer- 
taining of the capital a matter of complicated calculation. 
Still this feature of the plan was manifestly dictated by the 
fear that some particular institution or interest might gain 
undue influence. If this is to be guarded against, it is 
hardly possible to avoid a variable capital for the Association. 

Similarly, it is impossible to tell how much of the Asso- 
ciation’s paid in capital will be available for its banking 
operations. For a period of one year after organization, the 
Association must purchase at par all two per cent bonds 
offered to it by the national banks. There is no basis for 
estimating the amount of bonds which the Association will 
be called upon to take over from institutions desiring to 
abandon their circulation privilege. [P. 66; B. 49.] 
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As the Association is to be a public institution rather 
than a private business, limits are set to the profits which 
may be paid out to the share holders. The restrictions im- 
posed on the profits of the enterprise, and the mode of dis- 
tributing the income, are in general modelled on the plan 
of the German Reichsbank. The underlying aim is to 
assure to the shareholders a moderate return (four per cent) 
on capital actually paidin. This is a cumulative charge, and 
if not earned in any one year, is to be made good from the 
profits of the subsequent years. Provision is made for the 
disposition of earnings in excess of four per cent. In the 
first place, a contingent fund is to be created and maintained 
by contributions from earnings at an amount equal to one 
per cent of the capital stock. The fund, however, is not 
to exceed $2,000,000, and is to be used to meet losses. It 
may not be treated as one of the assets of the Association 
in calculating the book value of its shares, nor can it be paid 
out to stockholders. In the event of the dissolution of the 
Association, it must be paid to the United States. 

Viewing the earnings of the Association as in part 
monopoly profits, the bill limits the dividends to a maximum 
of five per cent. Whenever earnings exceed the amount 
needed for dividends of four per cent and the contingent 
fund requirements, one-half of the excess earnings must be 
paid into a surplus fund, one-fourth is to be paid to the 
government as a franchise tax, and one-fourth may be paid 
out to stockholders in additional dividends. When the stock- 
holders are receiving five per cent in dividends, excess earn- 
ings are divided between the government and the surplus 
fund, until the latter reserve amounts to twenty per cent of 
the capital. Then all excess earnings go to the government. 
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The Association is expressly exempted from all state and 
local taxes, except those levied on real estate. [P.7; B. 13.] 
The same exemption extends also to the branches of the bank, | 
and to the local associations. But special franchise taxes 
are levied on earnings in excess of specified percentages of 
the capital, on an amount equal to the par value of two per 
cent government bonds taken over by the Association, on 
“uncovered” circulating notes when they exceed prescribed 
limits, and on the deficiency of the reserve. These taxes all 
have as their purpose something more than revenues for the 
government, and they are discussed under appropriate heads. 


IT. Organization of the Association 


The largest part of the proposed legislation is devoted to 
the organization and government of the Association. Of 
the fifty-nine sections of the bill proposed by the Monetary 
Commission, twenty-three deal with these problems. The 
greatest care has been exercised in drawing up those pro- 
visions, in the hope that the opposition to a centralized bank- 
ing system might be disarmed by the precautions taken to 
safeguard the Association against exploitation by selfish 
interests or misuse for political purposes. 


The Association is to consist of a central organization 
with its seat in Washington, and branches located in various 
sections of the country. Upon its establishment, branches 
are to be opened in fifteen cities, distributed geographically 
as follows: 
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The states included in the divisions are specified in the bill, 
but it is left to the organization committee, entrusted with 
the formation of the Association, to select the cities in which 
the branch offices are to be located. As necessity arises, the 
number of branches may be increased, and the districts or 
sections belonging to these branches may be readjusted. 
The districts are to be apportioned with due regard to the 
convenient and customary course of business, and not neces- 
sarily along state lines. Disregard of political divisions will 
permit the adoption of districts characterized by more or 
less uniform needs and interests. In this way the work of 
the institution will be facilitated and made more effective. 


(P. 6; B. 5.] 


The unit in the National Reserve Association is the local 
association. All banks belonging to the National Reserve 
Association are to be grouped into local associations, and 
every district is to be parcelled out among these associations. 
Every bank must join the local association of the territory 
in which it is located. No local association is to be consti- 
tuted of fewer than ten banks, or of banks having an aggre- 
gate capital and surplus of less than $5,000,000. The local 
associations are to be incorporated. As in the case of the 
districts, the original grouping of the associations is left 
to the organization committee, with the general direction that 
the customary course of business and the convenience of the 
banks are to be considered. The groupings may be later re- 
arranged and added to by the Association. In their relation 
to the Association and to its branches, the local associations 
have about the same functions as the district and the central 
committees in the case of the German Reichsbank. In ad- 
dition they have other duties, chief of which is to participate 
in the election of the majority of the directors of the Asso- 
ciation and of its branches. [P. 5, 20; B. 6, 9.] 
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Each local association has its own board of directors and 
officers, elected yearly. One qualification for the directors 
is that they shall not be members of' any legislative body. 
This requirement is implied in the general provisions of the 
bill, which prohibit members of state or federal legislatures 
from acting as directors of the Association, or of its sub- 
ordinate organizations. ‘The purpose is, of course, to keep 
the Association free from politics. 

In the sections of the bill prescribing the manner of 
electing directors, great care has been taken to prevent any 
institution or individual from exerting an undue influence. 
Three-fifths of the directors are chosen by a ballot, in which 
every bank is entitled to but one vote, regardless of its capital 
and holding of shares of the Association. In the election of 
the other two-fifths of the directors, each bank is entitled to 
a number of votes proportioned to the number of shares of 
the Association owned by it. Precaution has been taken to 
prevent large banks or other interests from defeating the 
purpose of these restrictions by organizing a number of small 
banks, whose votes would enable them to control the local 
association.* The provision of the bill in this regard is 
sweeping and effective. Mr. Muhlemannf points out, in 
criticism, that such banks, taken together, are allowed but 
one vote in the election of the first group of three-fifths of 
the directors, and may not vote at all in the election of the 
second group or two-fifths of the directors. This restric- 
tion is too radical. He argues that at least one of the 
affiliated banks ought to be permitted to vote its own stock 
in the election of the second group of directors. Mr. Muhle- 
mann’s contention is thoroughly justified. The bill aims to 


*For classification of the national banks according to their capital stock, see 
Appendix, Table VII. 


tMaurice L. Muhlemann, “Categorical Discussion of Aldrich Plan.” The 
Banking Law Journal, Vol. XXIX, No. 2; New York, February, 1912. 
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give to each bank an equal vote in the election of the major- 
ity or three-fifths of the directors, and this provision seeks 
to prevent the abuse of this privilege through the creation 
of dummy banks. The purpose is entirely served, if the 
restriction on the voting power of affiliated banks is applied 
only to the election of the group of directors, for whom all 
banks are alike entitled to cast but one vote. In the election 
of the other class of directors it is manifestly intended to 
make voting power proportional to stock ownership. The 
creation of subsidiary banks does not add to the voting 
strength of any bank or interest. There is, therefore, no 
reason for denying affiliated banks a vote in the election of 
the second group of directors. [P. 8, 27, 28; B. 7, 17.] 


Every branch of the Association has its own board of 
directors. This consists of the manager of the branch, who 
is ex-officio member and chairman, and as many directors as 
may be determined by the by-laws of the branch. The num- 
ber must not be less than twelve. The directors are chosen 
not directly by the representatives of the local associations, 
but indirectly through a system of electors. Under this sys- 
tem the vote for the majority of the directors is not propor- 
tional to the shares of stock of the National Reserve Asso- 
ciation held by the banks in any local association. Each 
local association is required to elect a voting representative. 
In the election of one-half of the board of directors, each of 
the voting representatives is entitled to but one vote. In 
the election of one-third more, each representative casts as 
many votes as there are shares held by all banks belonging to 
this association. ‘The directors elected in the manner here 
described, choose the remaining one-sixth of the directorate. 
These are to represent fairly “the agricultural, com- 
mercial, industrial and other interests of the district.” The 
evident intention here is to prevent a too one-sided repre- 
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sentation of banking interests in the management of the 
branch. Accordingly, the bill makes provision that these 
directors “shall not be officers, nor, while serving, directors 
of banks, trust companies, insurance companies, or other | 
financial institutions.” To avoid sudden changes in policy, 
only one-third of the directors are to be elected each year, 
whereas the period of service is three years. Each branch 
may adopt its own by-laws, these to be subject to the approval 
of the National Reserve Association. [P. 9, 10, 11; B. 8.] 
The active management of the business of the branch is 
placed in the hands of a branch manager and deputy man- 
ager. These must be residents of the district. They are 
appointed, and may be removed, by the governor of the 
National Reserve Association, subject to the approval of 
the executive committee of the Association and the directors 
of the branch. Their duties are to be prescribed by the 
National Reserve Association. [P. 25, 26; B. 16.] 


Most interesting is the organization of the board of 
directors of the National Reserve Association, and the man- 
ner of electing the directors. In general the underlying idea 
here is the same as in the composition of the directorates of 
the branches. Here, too, the majority of directors are 
elected by the share holders, and again the manner of election 
is indirect; the balloting is in part by voting representatives. 
In the board of the National Association, the contingent 
representing outside interests is larger than in the case of 
the branches. 

The bill provides for 46 directors, divided into four dif- 
ferent classes: 

(1) One group consists chiefly of government 
officials—the Secretary of the Treasury, the Secretary 
of Commerce and Labor, the Secretary of Agricul- 
ture and the Comptroller of the Currency. To these 
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there is added the governor of the Association, who is 
appointed by the President of the United States, and 
who, by virtue of his office, is chairman of the board, 
and two deputy governors elected by the board of 
directors. These seven are ex-officio members of the 
board. In the original plan the Secretary of Agri- 
culture was not included. In the bill, he too is given 
a place on the board, so as to make the Association 
representative of all interests, agricultural as well as 
commercial. 

The placing of four representatives of the govern- 
ment on the board is evidently in accordance with the 
example of the German Reichsbank Act,* which pro- 
vides for the appointment of the president and the 
executive officers by the emperor. ‘Through these 
representatives, the government is enabled to express 
its views and to lay its policies before the Association. 
The delegation of the government on the board is, 
however, too small to control the action of the Asso- 
ciation. 

The other 39 members are divided into three 
classes: 

(2) One group of 15 directors is made up of the 
representatives of the branches, each branch electing 
one. 

(3) Another group of 15 directors is constituted, 
as in the directorates of the branches, of the repre- 
sentatives of agriculture, trade and other interests. 
This group of directors is also elected by the branches, 
one being delegated by the board of each branch. 

If the number of branches should be increased, 
these two classes of directors will be added to pro- 
portionately. Only in this way can the number of 


*Sections 25-27, German Bank Act of March 14th, 1875. 
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directors be augmented without further authorization 
by Congress. 

(4) Nine more directors are to be chosen by 
voting representatives of the branches. In the elec- 
tion of these nine, each voting representative is en- 
titled to one vote for each share of stock of the Na- 
tional Association owned by the banks belonging to 
the branch for which he acts. In the choice of these 
directors alone is the voting power based directly on 
and in proportion to stock ownership. 

The directors are to be elected for a three-year term, one- 
third to be renewed annually. This provision is the same 
as in the case of the branches. A new feature here is the 
clause intended to prevent any section of the country, or any 
group of interests, from exerting excessive influence in the 
Association. It is provided that, of the nine directors elected 
on the basis of stock ownership, not more than one may come 
from the same district. Furthermore, it is necessary that 
every one of the directors, except those representing the 
government, shall be residents of the districts from which 
they are elected. [P. 14-19; B. 9, 10. ] 

In framing this provision, the authors have andere 
overlooked the fact that it is impossible to apply it to the nine 
directors elected by the voting representatives of the 
branches. Fifteen branches are entitled to vote, but only 
nine directors are to be chosen. At least six of the voting 
representatives of the branches must therefore vote for a 
director who is not resident of their respective districts. If 
these branch electors are forbidden to do so, six of them 
must refrain from voting entirely—a situation which was 
certainly not intended, and which can not well be justified. 
The intention of the bill on this point should be made clear 
and explicit. 

The safeguards thrown around the election of the direc- 
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tors are, on the whole, proper and adequate for the purpose. 
Advocates of the plan justly lay great stress on these fea- 
tures. They claim that the restrictions are well calculated 
to secure a fair representation of all interests of the country, 
and that they make it impossible for any combination of 
interests to gain control of the Association. Every district, 
regardless of its banking resources, is assured of at least two 
representatives on the board, and no district, no matter how 
many shares its banks may own, can have more than three 
representatives. Thus, as the Monetary Commission points 
out in its report,* the State of New York could have no more 
than three directors, or 8% of the total number on the board, 
although New York City alone has more than 26% of the 
entire banking resources of the United States. The Eastern 
States taken as a whole could have no more than six repre- 
sentatives, in spite of the fact that they possess 29% of the 
banking capital and 41% of the resources of all the banks of 
the country. On the other hand, the Middle West, with 24% 
of the Nation’s banking resources, would have 31% of the 
vote in the Association, and the South, with 11% of the 
banking resources, would have 23% of the representation on 
the board. According to the calculation of the Monetary 
Commission, “no combination of Eastern and Middle West 
[states], with other interests could be made, which did not 
include more than 80% of the banking power of the coun- 
try.” Such a combination for the purpose of controlling 
the Association is scarcely probable.t 

Similar precautions have been taken in the organization 
of the executive committee of the directorate. It is made to 
consist of nine members. Five are chosen by the board of 
directors: of these no more than one may come from the same 
district. ‘The other four are ex-officio members. They are 


*Page 33. 
tSee Appendix, Table V. 
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the Comptroller of the Currency, the governor of the Asso- 
ciation, who is ex-officio chairman of the committee, and the 
two deputy governors. The executive committee is with 
few exceptions entrusted with all powers of the board of 
directors. The chief exception is the right to propose the 
governor for appointment, and to elect and to remove the 
deputy governors. [P. 21, 22; B. 14.] The only other 
committee specifically mentioned in the bill is the “board of 
examination.” Its functions are to examine into the con- 
dition and business of the Association and its branches, 
and to publish a report at least once a year. The organ- 
ization of this committee is not prescribed in full detail. 
One provision is that members of the executive committee 
can not serve. ‘The Secretary of the Treasury is made the 
ex-officio chairman of the examination board. [P. 23; B. 
15.] On these two most important committees, it will be 
observed, the government is given a certain amount of offi- 
cial representation. It is thus enabled to exert a limited 
influence on the administration of the Association. 


As in the case of the branches, the board of directors 
shares its executive functions with a business manager—the 
governor of the Association. The governor is appointed by 
the President of the United States from a list of at least 
three names, submitted by the directors. His term of office 
is ten years, but he is subject to removal earlier for cause by 
a two-third vote of the board. The Aldrich plan originally 
contemplated a life term. Such a measure would have 
made the position of the governor much stronger than it 
is under the bill. In a central bank of issue, it is un- 
doubtedly desirable that the head should enjoy all possible 
independence. ‘There is, indeed, danger that he might al- 
~ low himself to be influenced improperly, but he could not well 
misuse his position, without subjecting himself to removal for 
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cause. There are, nevertheless, strong grounds for opposing 
life tenure, for it is often desirable to infuse new blood into 
the organization. The plan of a long term of office, as pro- 
posed by the Commission, seems therefore best; it is more- 
over in keeping with the democratic sentiment which is in 
general opposed to life tenure in office. 

Besides the governor, the executive officers specifically 
provided for are two deputy governors and a secretary. The 
deputy governors, chosen by the board of directors, are to 
hold office for seven years, but their terms of office are not 
to be for the same period. Accordingly, at the organization 
of the Association, one of the deputy governors is to be 
elected for a period of only four years. The board of 
directors is authorized to appoint other officers, and the man- 
ner of choosing these and also the secretary is left to the 
Association, to be provided for in its by-laws. [P. 24; 
B. 10.] 


The system here described is for the permanent organ- 
ization of the Association. Provision is made also for a 
temporary committee, to effect the establishment of the 
Association. This organization committee consists of the 
Secretary of the Treasury, the Secretary of Agriculture, the 
Secretary of Commerce and Labor, and the Comptroller of 
the Currency—the officers who represent the government on 
the board of the Association. Within sixty days after the 
passage of the proposed legislation, the committee is re- 
quired to open subscriptions to the capital stock of the Asso- 
ciation. When subscriptions amount to $200,000,000, the 
committee must proceed to select cities for the location of 
the branches of the Association, to divide the country into 
districts corresponding with the branches to be established, 
and to group the banks in each district into local associations. 
On the completion of the preliminary organization by the 
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committee, it becomes the duty of the banks to establish the 
permanent organization through these channels. [B. 4, 5, 
6. | 

When the National Association has been duly organized, 
its board of directors must call for the payment of fifty per 
cent of the subscriptions. As soon as $100,000,000 has been 
paid in, the directors are to file a certificate to this effect with 
the Secretary of State, and may commence business. [B. 
eo. 11.4 


III. Functions of the National Reserve Association 


The underlying idea of the proposed legislation is that 
the Association shall serve merely as the agent of the banks 
forming it. In keeping with this fundamental thought, 
the Association’s field of operation is limited, so that it 
will not come into competition with the banks. It is ac- 
cordingly, permitted to do business in this country only 
with the “member banks” and with the government. As 
agent for the banks, it is obliged to treat them all alike, and 
to extend the same rights and privileges uniformly to all the 
institutions belonging to the Association. [P. 34; B. 22.] 

A distinction is made in the activities in which the Asso- 
ciation may engage within the country, and those open to it 
abroad. In the United States, outside of the transactions 
with the constituent banks and the government, it may carry 
on only such operations as are necessary for the mainten- 
ance of the gold reserve. In foreign countries it is also 
limited to transactions essential to the proper discharge of 
the same functions. However, in its foreign business the 
Association is allowed more latitude. It may open accounts 
with foreign banks, establish agencies abroad, and purchase 
and sell foreign bills of exchange. 
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1. Reorganization of the Bank Note System 


Among the most important features in the proposed re- 
form for our banking system are the functions assigned to 
the Association in the issue of bank notes. The plan con- 
templates ultimately the abandonment of the issue of notes 
by the national banks. In place of the rigid bank currency 
based on government bonds, shall be instituted an elastic 
system adapted to the needs of business and centralized 
in the Association. The following quotation from the bill 
expresses the basic purpose of the measure; it is declared 
to be “the policy of the United States to retire as rapidly 
as possible, consistent with the public interest, bond secured 
circulation, and to substitute therefor notes of the National 
Reserve Association.” [P. 66; B. 49. ] 

The centralization of the note issue is not to be effected 
by compelling the banks to abandon their existing privileges. 
No pressure is applied directly for this purpose. ‘The banks 
are, however, not to be permitted to extend their present 
circulation. Moreover, as they retire all or any part of their 
outstanding notes, they lose the right to reissue them. [P. 
65; B. 48. ] 


_ A question of prime importance in the proposed reforms 
is the extent to which banks will continue to exercise their 
present circulation privilege. The answer is in a great 
measure dependent on the provisions of the plan, which will 
make it possible for the banks to dispose of the two per cent 
bonds. The greater part of these securities outstanding is 
in the hands of the banks, and they hold them because of the 
circulation privilege which they carry.* This privilege at- 
taches an artificial value to those government bonds to which 
it applies—particularly the two per cents. Consequently 


*For debt of the United States see Appendix, Table IT. 
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they sell at a price for which they could not be dis- 
posed of to investors. If the circulation privilege were 
to be taken away, the price would fall and a great loss 
be incurred by the banks. Provision is accordingly made 
in the plan, whereby national banks may, without incurring 
loss, dispose of their holdings of two per cent bonds. The 
Association is obligated to take them over at par. It 
thus assumes the loss which would devolve on the banks if 
the two per cent bonds were deprived of the circulating 
privilege. On taking over the two per cent bonds, the As- 
sociation assumes responsibility for redeeming the notes 
secured by them. [P. 66; B. 49.] It is at the same time 
proposed to repeal the Act of May 30, 1908, which under 
conditions permitted the issue of bank notes on depositing 
with the United States Treasury securities other than gov- 
ernment bonds. [P. 67; B. 47.] 

The note issue would thus gradually become restricted to 
the Association. On taking over the two per cent bonds 
from the banks, they would cease to be, as they now are, 
the sole security for circulating notes. The Association it- 
self is authorized to issue its notes on the security of lawful 
money, commercial paper, and in part also government 
bonds. ‘The latter can not be used as security for more than 
two-thirds of the amount of its outstanding notes. To the 
extent that the Association relieves the national banks of 
their two per cent bonds, the bank note currency of the 
United States is advanced towards a new system of circulat- 
ing notes, freed from sole dependence on government bonds. 

The plan, however, goes further and does not contem- 
plate that bonds should permanently be used to any extent 
as a basis for the notes of the Association. The securities 
taken over from the national banks are ultimately to be re- 
tired, and therewith the use of bonds in connection with the 
note issue will be entirely done away with. 


80 ALDRICH PLAN—MODERN BANKING 


The bonds which the Association is obligated to take over 
from the banks, would cease to be marketable at present 
prices as soon as their circulation privilege is taken away. 
Provision is accordingly made to enable the Association 
ultimately to convert these securities into cash. The Secre- 
tary of the Treasury is directed to exchange these two 
per cent bonds for three per cent bonds, carrying no cir- 
culation privilege. These bonds are payable fifty years 
from date, and the Association is required to hold them 
during its corporate existence. ‘The government, however, 
reserves the right to redeem them at. par before maturity, 
or to purchase them at par for the postal savings banks or 
for other purposes. Moreover, five years after organization, 
the Secretary of the Treasury is authorized to permit the As- 
sociation to sell as much as $50,000,000 of these bonds in any 
year. [P. 78, 75; B. 55.] This limitation has evidently 
been inserted in order to prevent these bonds from being 
thrown on the market to an extent that would depress their 
price and injure the credit of the government. 

The plan implies the intention of the government to re- 
deem the two per cent bonds, and to retire them through this 
indirect method of first exchanging them for bonds bearing 
a rate of interest which would probably make them market- 
able at par to investors. Ultimately, the Association is per- 
mitted to dispose of its three per cent bonds as well, the 
government repurchasing them, or permitting the Associa- 
tion to dispose of them gradually in the market. The As- 
sociation is not compelled to exchange its two per cent bonds 
for the three per cent bonds, but, as we shall see below, the 
inducement held out in the higher rate of interest is ap- 
parently sufficient to lead the Association to adopt this 
policy. 

The exchange of two per cent bonds for three per cent 
bonds would mean an increase in the rate of interest on 
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that part of the funded debt of the United States, which is 
now held by the banks, and which under the plan would be 
transferred to the Association. To obviate such a result, the 
Association is required to pay the government an annual 
franchise tax equal to one and one-half per cent of the 
amount of bonds taken over from the national banks. This 
corresponds to the tax which the national banks now pay 
for their circulation privilege. The franchise tax is payable 
on the amount of bonds regardless of their ultimate disposi- 
tion through exchange for three per cent bonds, and the sale 
or redemption of the latter. One purpose of the provision is 
fiscal. At present the government receives from the nation- 
al banks a tax of one-half per cent on all bonds used 
to secure their circulating notes. As it is proposed to re- 
fund these bonds through exchange for three per cents, a 
tax of one and one-half per cent will leave the government 
in the same position as it is now with its two per cent bonds 
outstanding. In the words of the Commission: “The effect 
of these provisions taken together is that the United States 
will be able to fund seven-ninths of the national debt at 
a net interest charge of one and one-half per cent.” [P. 
G4, 75;.B. 56. ] 


From the point of view of banking theory, this use of a 
central bank of issue to further the fiscal interests of the 
government, is open to serious objections.* From a prac- 
tical standpoint the plan of the Commission is fully justi- 
fied. The conversion of the two per cent bonds into three 
per cent bonds, without the privilege of circulation, is nec- 


*Another objection to the franchise tax is that the Association would have to 
pay it, no matter whether its operation yielded a profit or resulted in loss. The 
principle enunciated by the Commission is that “all profits which may arise from 
note issues will be paid into the Treasury of the United States.” [Report, page 
18.] It is not consistent with such a principle that the Association should be 
called upon to pay a tax if the business yields no profit. 
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essary in order to save the present owners from the loss 
which would result through the depreciation of the two per 
cent bonds, if they could no longer be used as security for 
the circulation of bank notes. The imposition of the tax 
of one and one-half per cent is equally necessary, else the 
federal government would be burdened with a one hundred 
per cent increase in the interest charge on a very large part 
of its outstanding indebtedness. Without these two meas- 
ures it would be impossible to introduce in the United States 
a bank note currency free from dependence on government 
bonds. While the tax to be imposed appears at first sight 
to be a purely fiscal measure, it becomes evident on closer 
examination that it has an important purpose in the plan of 
banking reform. It is a necessary measure, if the way is 
to be paved for the establishment of an elastic system of 
bank currency. 


The purpose of the Association is not merely to take over 
the note circulation of the national banks, but to introduce 
elasticity into the issue of notes and adapt the circulation to 
the ever-changing needs of business. No absolute limit is 
therefore imposed on the amount of notes which the Asso- 
ciation may issue. But overexpansion of the note circulation 
is guarded against in several ways. In the first place, a pro- 
gressive tax is imposed on outstanding notes not covered by 
reserves of cash or lawful money, whenever the amount of 
such notes exceeds prescribed limits. In the second place, 
an indirect limitation is imposed through the requirement 
that the notes issued be based on specified forms of collateral 
in fixed proportions. In the third place, the Association 
is required to keep reserves against its notes, together with 
its other demand liabilities, and it is taxed on deficiencies 
in such reserves. Whenever the cash reserve falls below 
one-third of the outstanding notes, no further notes may be 
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issued. ‘The plan here adopted combines the best features 
of the German and Italian systems. It allows, untaxed, 
an issue of notes not covered by an equivalent reserve of 
cash or lawful money, amounting to $900,000,000. When- 
ever their amount exceeds $900,000,000, the surplus is tax- 
able at the rate of one and one-half per cent; when the total 
rises above $1,200,000,000, the excess amount is taxed at five 
mer cent. (P.’69; B. 51.) 

The requirements applying to the security for the notes, 
namely, that the circulation should be safeguarded by def- 
inite forms of collateral in fixed proportions, is founded on 
the principle adopted from German bank legislation.* Thus 
the Association may not issue notes, unless these are based 
at least to the extent of one-third on cash (i.e. gold coin or 
bullion, or other lawful money held by the Association). For 
the other two-thirds, the security must be first class notes 
and bills arising out of commercial transactions or bonds of 
the United States. [P. 68; B. 50.] 

It was urged before the Commission that gold should be 
the only recognized form of cash reserves. This proposal 
was not adopted. As the Commission states,+ under the act 
of March 14, 1900, the gold standard was finally established, 
and the other currency, then declared to be legal tender, was 
_by that measure made practically equal to gold. There is, 
therefore, no occasion for departing from the provisions of 
that act. Suspension of payment in gold by the Association, 
which might endanger the gold standard, is sufficiently 
guarded against by imposing on the Association the duty of 
maintaining its notes at all times at a parity with gold. [Cf. 
Boo. 

The Association is, furthermore, required to maintain 
prescribed cash reserves to cover its outstanding note issues 


*Section 17, German Bank Act of March 14th, 1875. 
tReport, page 19. 
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together with its other liabilities. In general it is intended 
that such reserves should be equal to fifty per cent of the 
Association’s liabilities. Whenever these reserves fall be- 
low fifty per cent, an increasing tax is levied at a rate of 
one and one-half per cent for every two and one-half per 
cent of deficiency in the reserves. It is further prescribed 
that when the cash reserve falls below one-third of the out- 
standing notes, no additional notes may be issued. [P. 55; 
B. 41.] 


There are certain obscurities in the regulations pertain- 
ing to the security for the outstanding notes of the Associa- 
tion. For example, it is not clear whether the requirement 
in the bill means that outstanding notes must at all times be 
covered by reserves of cash or legal tender to the extent of 
at least one-third of their face value, or whether this provi- 
sion refers only to the time when such notes are issued, and 
that the reserve may subsequently be allowed to fall below 
the minimum. 

Two sections of the bill bear on this point, 50 and 41. 
The first-named deals expressly with the security for notes 
issued. It reads as follows: “AII note issues of the National 
Reserve Association shall at all times be covered by legal ten- 
der reserves to the extent required by section 41 of this act 
and by notes or bills of exchange arising out of commercial 
transactions as hereinbefore defined, or obligations of the 
United States.” Section 41 gives two standards for the 
reserves to be kept. One applies in common to notes and 
deposits, the other applies to notes only and imposes the 
same requirement (one-third of the outstanding circulation) 
as is found in section 68 of the revised plan. It reads: 
“All demand liabilities, including deposits and circulating 
notes, of the National Reserve Association, shall be covered 
to the extent of fifty per cent by a reserve of gold (in- 
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eluding foreign gold coin and gold bullion) or other money 
of the United States which the national banks are now 
authorized to hold as a part of their legal reserves. Pro- 
vided, that whenever and so long as such reserve shall fall and 
remain below fifty per cent the National Reserve Association 
shall pay a special tax upon the deficiency of the reserve at 
a rate increasing in proportion to such deficiency as follows: 
For each two and one-half per cent or fraction thereof 
that the reserve falls below fifty per cent, a tax shall be 
levied at the rate of one and one-half per cent per annum: 
Provided further, That no additional circulating notes shall 
be issued whenever and so long as the amount of such reserve 
falls below thirty-three and one-third per cent of its out- 
standing notes.” 

The section defining the reserves to be held against both 
outstanding notes and deposits can be interpreted in only 
one way. ‘The aim of the legislation is clear. In general, 
the cash reserve for demand liabilities of the Association 
—deposits as well as notes—should be at least 50%. 
This requirement is, however, not absolute. The enforce- 
ment of it is not made rigid, and the intention is to influence 
its observance through the imposition of a graduated tax on 
the deficiency of the required reserve, the rate of the tax 
increasing as the reserves diminish. The provisions apply- 
ing specifically to the reserves covering the note issue are 
not so clear. From section 50 it would appear that the in- 
tent is to keep at all times a minimum cash reserve equal to 
one-third of the outstanding notes. Does this mean that the 
Association is prohibited from carrying out any transaction, 
no matter how urgent, if to do so would reduce the cash reserve 
below one-third of the face value of the outstanding notes? 
Such a view is not consistent with the concluding clause 
of section 41, which contemplates the possibility of the re- 
serve falling below the above named minimum. This seems 
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to be the sense of the words: ‘No additional notes should 
be issued, whenever and so long as the amount of such re- 
serve falls below thirty-three and one-third per cent of the 
outstanding notes.” ‘This proviso would evidently mean 
that no additional notes may be emitted, but the Association 
may continue its operations, even though they involved the 
reduction of the cash reserve below the minimum here speci- 
fied. Thus the Association might redeem notes or repay 
deposits in cash, or make cash loans. This interpretation 
of section 41 would not only contradict the wording of sec- 
tion 50, but would also be inconsistent with the sense of 
section 52. According to the latter section, the circulating 
notes of the Association are made a first lien on the assets 
of the Association. ‘This intent would be violated, if the 
Association were permitted to reduce its cash reserves below 
the specified minimum, and to pay out its funds in loans or 
in the repayment of deposits, or in other transactions which 
would impair the security of these “preferred” notes. The 
protection to the note holders held out by section 52 would 
become illusory. 

It is indeed true that the reduction of the reserve below 
the one-third minimum is a remote contingency. ‘The pen- 
alty imposed through the progressive tax becomes operative 
whenever the cash reserve falls below fifty per cent of the 
combined notes and deposits, and would practically make it 
impossible for the reserves to be depleted to an amount below 
one-third of the outstanding notes. It is nevertheless desir- 
able that the law on this point should be made clear and 
explicit. If it is indeed intended to permit the Associa- 
tion to pay out money, even though the cash reserve has 
fallen below one-third of the amount of the outstanding 
notes, then section 50 should be modified and the words 
“at all times” omitted. In fact, the entire section would be 
superfluous, for the clause to the effect that, outside of 
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lawful money, only bills and government obligation can be 
used to secure circulating notes, might well be transferred 
to another section, perhaps to section 41. While these 
ehanges would make the meaning clearer, the right to pay 
out cash, under the circumstances, would still be inconsistent 
with the idea that the notes represent a preferred claim on 
the Association’s assets. 


The plan contemplates that ultimately commercial paper 
and cash should be the basis for the issue of circulating notes. 
Through the use of commercial paper as security for notes 
elasticity will be introduced in the note system, and in the 
monetary system as a whole. ‘The importance of com- 
mercial paper for the note circulation will increase in pro- 
portion as the existing two per cent bonds are retired. ‘The 
provisions dealing with the transactions of the Association in 
commercial paper are discussed at length under the head of 
the discount activities of the Association. The chief points to 
be noted here are as follows: (1) The bills acquired by the 
Association and used as basis for its note issue must arise out 
of commercial transactions; finance bills can be discounted 
only in exceptional cases. (2) The bills acquired by the Asso- 
ciation can not run for more than four months, and the great 
bulk will be paper having less than twenty-eight days to run. 
These provisions mean that the note circulation, to the extent 
it is based on commercial paper, will be responsive to the 
needs of business, and expand and contract with the demands 
of trade and industry. 


The plan permits the obligations of the United States to 
be used along with commercial bills to cover notes outstand- 
ing. This provision is in conflict with the purpose of the 
legislation, which is to modernize the note system, and free 
it from dependence on the government debt. The notes of 
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the Association based on government bonds would not be so 
very different from the present national bank notes. This 
feature is retained, because it is not feasible to depart too 
radically from the existing system, so long as there are in 
existence the present two per cent bonds, for which there is 
no other use. It is, of course, hoped that these bonds will 
be disposed of by exchange for three per cent securities car- 
rying no circulation privilege. ven these are gradually 
to be eliminated from the banking system by sale or by re- 
demption. 


From the point of view of security for the holder, the 
notes to be issued by the Association would be superior to 
those of the European central banks. The latter do not, 
like the notes of the Association, constitute a first lien on the 
assets of those institutions. Furthermore, the regulations 
governing the redemption of the Association’s notes are more 
stringent; they require immediate exchange for lawful 
money, not only at the head office of the Association, but 
also at all of its branches. [P.'70; B. 52.] 


The Association’s notes are legal tender only to a limited 
extent and can not be used in payment to the same degree as 
the notes of the European banks. ‘They are legal tender in 
all payments to the federal government, and in the settlement 
of all obligations by the United States, except those which 
specifically by their terms call for payment in gold. They 
are further legal tender in transactions between the banks, 
and in payments of obligations to the banks by individuals. 
[P. 71; B. 53.] Banks belonging to the Association may, 
moreover, treat the notes as part of their legal cash reserves. 
[P. 51; B. 39.] On the other hand, in transactions between 
individuals they are not legal tender, and their acceptance in 
payment of obligations is purely voluntary. 
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2. Protection of the Gold Reserve 


In operations intended to maintain the gold reserve or to 
augment it, the Association has greater freedom than in any 
other branch of its business: This part of its activities is not 
restricted to transactions with the members of the Associa- 
tion or with the government. 


The functions for the maintenance of the gold reserve 
are similar to those of European central banks. Important 
is the right to deal in gold in bullion or coin. Furthermore, 
special provisions permit the Association to extend its deal- 
ings to European countries, and to make loans secured 
by collateral of gold. It is authorized to borrow gold in 
bullion or coin, and to give security for such loans. [P. 44; 
B. 34.] For this purpose it is permitted to pledge its hold- 
ings of government bonds. Whether this provision re- 
fers to the three per cent bonds to be given in exchange 
for the present two per cent securities, is not clear. ‘The 
provisions in section 75 of the revised form of the plan [B. 
55] prohibit the Association from disposing of the three per 
cent bonds without the special authorization of the Secretary 
of the Treasury. Securities which are not negotiable can not 
well be used as collateral for loans, for the prime purpose of 
collateral is to serve as a security to be disposed of, if the bor- 
rower fails to pay. If this provision refers also to the three © 
per cent bonds, the pledgee would have to be given the right 
to sell these bonds under certain conditions. Such a pro- 
vision would open the way for evading the prohibition on 
the sale of these bonds. This is, of course, only a possibility, 
and we may well question the probability of such a situation 
arising. 

For the transactions of the Association in gold, the law 
fixes no minimum price at which the Association must give 
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its notes in exchange for bullion. These regulations gov- 
erning the Association are more flexible than those applying 
to the Bank of England and the Reichsbank of Germany. 


To facilitate gold transactions, the Association is ex- 
pressly authorized to deal in foreign bills of exchange. The 
law distinguishes between transactions abroad and those in 
this country. Foreign bills of exchange can be bought in 
the United States only from the banks belonging to the 
Association. This regulation applies also to domestic bills. 
Abroad, however, the Association enjoys a free hand. It 
is permitted to open accounts with European banks, and 
to institute agencies in order to facilitate its business in for- 
eign bills. But whether purchased here or abroad, bills must 
be based on commercial transactions. Furthermore, they 
must bear at least two good signatures and have no more 
than ninety days torun. [P. 45, 46; B. 35, 36. | 


Finally, to further facilitate the work of the Association, 
it is authorized to buy and sell bonds and short time obliga- 
tions of the United States and of foreign countries, and 
also of the federal states and American colonies. Short 
time obligations are defined as running not longer than one 
year. The bill does not discuss in detail the kind of federal 
securities referred to here. We may assume that bonds 
carrying the circulation privilege are excluded from the 
scope of its business, and also trade in the three per cent 
bonds, into which the present two per cent bonds are to be 
converted. This is clear from the special restrictions im- 
posed on the sale of the three per cent bonds. ‘The purpose 
of allowing the Association to deal in government securities 
is obvious. Bond holdings will enable the Association to 
draw gold readily from abroad through the sale of securities 
in other countries. Doubtless another motive in confer- 
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ring the privilege of buying and selling bonds upon the As- 
sociation is the desire to create an additional market for the 
absorption of domestic loans. [P. 35, 43; B. 24, 33. ] 


3. Deposits and Domestic Exchange 


In addition to its activities in the issue of circulating 
notes, the Association is to serve as a depository for the 
United States. It will doubtless secure very considerable 
funds also from ordinary deposits by subscribing banks. In 
keeping with the regulations or practice of European central 
banks, the Association is expressly prohibited from paying 
interest on deposits. [P. 37; B. 25. ] 

The Association is to act as treasurer for the United 
States. All the revenues of the government are to be 
deposited with the Association and to be disbursed by it. 
The only exception here made is trust funds; these are to be 
left in the hands of the government, as heretofore. The 

transfer of the work of the treasury to the Association will 
mean a large saving to the government. To the country as 
a whole it will mean vastly more. It will eliminate once for 
all the disturbances to business incident to the present policy 
of an independent treasury for the government, which in- 
volves the withdrawal of funds from the country regardless 
of conditions or the needs of business.* Using as a basis the 
large working balance now kept by the government, Mr. 
Forgan} has estimated that the Association would take 
over from the government deposits to the amount of 
$100,000,000. [P. 1, 35, 36; B. 23, 24.] 


*A, Piatt Andrew, formerly Assistant Secretary of the Treasury. “The Rela- 
tion of the N. R. A. to the Government.” Address delivered before the American 
Bankers’ Association at New Orleans, Nov. 21, 1911. 


+“The Mobilization and Control of the Reserves of the Country.” Cited p. 15. 


92 ALDRICH PLAN—MODERN BANKING 


Next to the government, the banks belonging to the As- 
sociation will be the source of deposits. These will find it 
greatly to their interest to keep large sums with the Asso- 
ciation. Forgan estimates that the Association will have 
at the outset about $500,000,000 in deposits from banks. 
One advantage is in discounting bills. In general this privi- 
lege is open only to banks carrying deposits with the Associa- 
tion. Moreover, deposits with the Association may be 
treated by the banks as part of their cash reserve, required 
by law. [P. 35, 51; B. 24, 39. | 


Another source of funds for the Association will be its 
domestic exchange operations or transfer of deposits. This 
is a new feature in the American banking system. Under 
the provisions of the bill, one of the duties of the Associa- 
tion and of the branches is to transfer, upon request of a 
bank, any part of its deposit to the credit of other banks 
dealing with the Association. This may be effected by mail, 
telegraph, or otherwise. The charge for the service is left to 
the manager of the branch where the transaction originates. 

In this system of domestic exchange, the institutions 
primarily interested are the head-office of the Association, 
its branches, and the local associations. The “giro” busi- 
ness, as it is known in Germany, will be carried on first only 
between the Association and its 15 branches. ‘The service 
is not to be rendered free of charge as in the German system. 
It is therefore not likely to assume here the importance that 
the “giro” business has in Germany in the settlement of obli- 
gations.* [P. 47; B. 37.] 


4. Discount Activities at Home 


The proposed legislation contains a number of general 
regulations applying to the domestic discount activities of 


the Association. These are scattered through the bill. The 
*Compare pp. 136 and 137. 
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most important provision is that requiring a uniform rate of 
discount for all sections of the country. This rate must be 
public. [P. 41; B. 30.] A public and uniform rate of dis- 
count applying to the entire country is made a fundamental 
principle for monetary reform. This is in marked contrast 
with the existing system of decentralization in the issue of 
bank notes. The objections that may justly be made against 
this requirement are discussed later (cf. pp. 182 and 133). 


The general regulations governing the discount activities 
of the Association prescribe that discounts must be applied 
for at the branch in the district where the bank is located, 
[ B. 29] and that only notes and bills arising out of commer- 
cial transactions may be discounted. [P.38; B.26.] The 
paper referred to embraces bills and drafts having their origin 
in the affairs of agriculture, industry and trade. Bills aris- 
ing from sale of securities, bonds and stocks, can not be dis- 
counted. This regulation would exclude finance bills. The 
maximum maturity of paper which may be discounted 1s 
fixed at no more than four months. [P. 39; B. 27.] 

There is no general requirement with regard to the num- 
ber of signatures that such paper must bear. The only pre- 
scription is that the last signature should be that of a bank 
belonging to the Association, and that in some cases the 
paper should have the endorsement of a local association. 
‘This requirement is, of course, part of the general feature 
of the measure, which restricts the Association to transactions 
with the subscribing banks. 

Another restriction on its discount activities has been 
noted above, namely, that the Association may purchase bills 
only from such banks as carry deposits with it. This re- 
quirement, however, is not specifically mentioned in connec- 
tion with foreign bills of exchange, or with prime discounts, 
but it presumably applies to these too. [P. 38; B. 26.] 
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Apparently this is the meaning of the first clause in the pro- 
vision relating to discounts. It reads as follows: “The Na- 
tional Reserve Association may through a branch rediscount 
for and with the endorsement of any bank having a deposit 
with it, notes and bills of exchange sian out of commercial 
transactions.” 


For purposes of discount a distinction is made between 
bills guaranteed by the local associations and those not so 
guaranteed. The latter class of bills is again divided into 
three classes: (1) Bills falling due in 28 days; (2) Prime 
bills; (3) Foreign bills of exchange. : 

(1) Bills falling due in 28 days, or less, and drawn at 
least 80 days before the date of rediscount. Presumably 
this class of paper will constitute the great bulk of the bills 
handed in by the banks for discount. Such paper is pecu- 
liarly well suited for rediscounting whenever a bank needs 
cash for immediate or temporary purposes. Overexpansion 
of discounts is guarded against by a provision forbidding the 
Association to discount for any bank an amount of bills that 
is in excess of the bank’s capital. A further safeguard is 
provided by prohibiting the Association from discounting for 
any institutions bills bearing the signature of the same per- 
son or company, which amount to more than ten per cent of 
the capital and surplus of the bank. This provision has the 
further merit of inducing the individual banks to pursue 
a sound discount policy. [P. 38; B. 26.] 

(2) Prime bills are defined as having no more than 90 
days to run and bearing the acceptance of banks or acceptors 
of unquestioned financial responsibility. ‘The bank endors- 
ing such bills must not be the one accepting them. Such 
paper may be discounted only whenever the conditions of 
the Association and the general financial situation warrant. 
Bills of this character represent the best form of com- 
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mercial paper, and the question may be raised whether it 
would not be desirable to authorize the discount of such 
securities below the official rate. This right might be 
limited, and the Association permitted to discount below the 
official rate only when the latter did not exceed a specified 
rate. Unless such a provision is made part of the law, there 
is little probability that prime bills will be offered for dis- 
count to the Association, except perhaps for collection. 
[P. 42; B. 32.] 

(3) Foreign bills of exchange. ‘The Association is 
further authorized to buy bills of exchange, including checks 
and notes, drawn on England, France, Germany and such 
other countries as the board of directors may determine. 
These must bear at least two signatures of responsible parties 
and have not more than 90 days torun. [P. 45; B. 35.]| 


The paper for which a guarantee is required from the 
local association is of two kinds: (1) Direct obligations of a 
bank; (2) Notes that have more than 28 days to run, but 
not more than four months. 

(1) Acceptances of a bank may be discounted by the 
Association for the accepting bank only in exceptional cases, 
when in the opinion of the governor of the National Reserve 
Association the public interests so require. His opinion 
must be concurred in by the executive committee and must 
have the definite approval of the Secretary of the Treasury. 
In other words, it applies only to cases of emergency. The 
discount of the direct obligations of a bank is subject also to 
other restrictions. Not only must such obligations bear the 
endorsement of the local association, but before giving it, the 
local associations, as the representatives of the National As- 
sociation, are required to demand security. In no event may 
the guaranty be for an amount in excess of three-fourths of 
the actual value of the security. Under these provisions, 
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the Association is permitted to discount the direct obliga- 
tions of any bank, only in extreme cases and under special 
precautions. ‘This feature of the plan is highly commend- 
able. | 

(2) The guaranty of notes having more than 28 days 
to run, but not more than four months, is not subject to such 
stringent restriction. The local association may demand 
security or not, as it sees fit. 

Otherwise the limitations on the right of the local as- 
sociations to guarantee such paper is covered by general 
provisions applying equally to such paper and to the direct 
obligations of a bank. The amount which the local asso- 
ciation may guarantee is limited to the combined capital and 
surplus of the banks constituting the local association. The 
latter regulation sets an absolute limit to the rediscounts of 
this class that may be asked of the National Association. 
In the event that all the banks joined the Association, the 
amount of such rediscounts would at its maximum be $3,000,- 
000,000. This is, of course, assuming that the Association 
would be in a position to discount so large a volume of paper. 
The guaranty of paper here referred to is for the local 
associations second in importance only to their function in 
the election of directors of the National Association. _ 

Banks having their paper guaranteed are required to pay 
a commission. The added cost under this provision will 
doubtless prove effective in reducing to a minimum the in- 
stances in which banks will apply for the endorsement of 
the local association, and the volume of paper offered for 
discount. The profits arising from the endorsement fee, 
and likewise the losses incurred through guaranty, are to be 
divided among the banks of a local association on the basis of 
the shares in the National Reserve Association which they 
hold, rather than in accordance with the amount of paper 
guaranteed for them. Naturally it will be to the advantage 
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of each bank to submit the least possible amount of bills and 
notes for endorsement by the local association. Bills requir- 
ing guaranty by the local association will be offered to the 
Association for rediscount only in emergencies. As we shall 
have occasion to see later, this is one of the worst defects of 
the entire system as proposed. On the other hand, we must 
not lose sight of the purpose here kept in mind, namely, to 
prevent undue pressure on the discount facilities of the Asso- 
ciation. [P. 29, 30, 39, 40; B. 20, 27, 28. | 


5. The Ownership of Real Estate 


Transactions in real estate are obviously not in accordance 
with the purposes of the Association. Real estate can not 
easily be converted into cash, and it is often subject to spec- 
ulative influences and wide fluctuations in value. For a 
note bank to tie up any considerable part of its funds in real 
estate would be to act contrary to its essential nature and 
purpose. This has been universally recognized in Europe, 
and it is also taken account of in the bill. The Association 
is permitted to own permanently only such real estate as it 
needs for the transaction of business at the central office 
and at the branches—in other words, for office purposes. 
Specific provisions define the real estate that the association 
may hold for other than office purposes in the terms of the 
National Bank Act, as follows: 

“Such as shall be mortgaged to it in good faith by way 
of security for debts previously contracted. 

“Such as shall be conveyed to it in satisfaction of debts 
previously contracted in the course of its dealings. 

“Such as it shall purchase at sales under judgments, 
decrees, or mortgages held by said association, or shall pur- 
chase to secure debts due to it.” 

The dangers which might result from the acquisition of 

q 
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real estate are, to a very considerable extent, reduced by for- 
bidding the Association to hold real estate not intended for 
office purposes longer than five years. [B. 38. In the 
“Plan” there are no corresponding: provisions. | 


IV. Duties of the National Reserve Association 


The importance of publicity in the affairs of the Associa- 
tion is not overlooked. Like all the great European note 
banks, it is required to submit weekly statements of its con- 
dition to the Comptroller of the Currency. These must be 
made public. No definite schedule is fixed by the bill for 
these weekly statements. We may, however, feel sure that 
the principle of publicity will be carried out very fully, and 
that the public will be given detailed statistics for the various 
activities of the Association. Besides weekly statements, 
the Association is obligated to make detailed reports to the 
Comptroller of the Currency five times a year, in the same 
way as the national banks. The form of report is not pre- 
scribed, but it is probable that the existing regulations apply- 
ing to the national banks will be adapted to fit the business 
of the Association. 

The Association must keep at its head office an exact list 
of the names of the banks belonging to it, and of the amount 
of shares held by each of them. This list will be open to 
every member, and once a year (on the first Monday in July) 
a copy must be transmitted to the Comptroller of the Cur- 
rency. ‘The Association must inform the Comptroller 
promptly of every increase in its capital stock due to the 
entrance of new members into the Association, or decrease 
occasioned by the withdrawal of member-banks. He will 
thus always be in possession of an up-to-date register of 
members. [P. 57; B. 43.] 
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Under the plan, the Association is required, in the first 
place to maintain special reserves to protect its outstanding 
note issue [P. 68; B. 50, 41]. In addition, however, the 
proposed legislation follows the regulations governing the 
national banks, and requires cash reserves to secure also 
deposits. All current obligations, deposits as well as notes, 
must be covered to the extent of fifty per cent by a reserve 
of gold and other lawful money. Fortunately this require- 
ment has been made thoroughly elastic. The cash reserve may 
be permitted to fall below fifty per cent, but if this happens, 
the Association is subject to a graduated tax for the de- 
ficiency in the reserve. A tax of one and one-half per 
cent per annum is levied for a deficiency in the reserve up to 
two and one-half per cent, and this tax is increased by one 
and one-half per cent for every additional deficiency of two 
and one half per cent or fraction thereof. [P. 55; B. 41.] 

In calculating the amount of current obligations for 
which the Association must maintain cash reserves, it may 
deduct one-half of the bonds taken over from the national 
banks for the purpose of acquiring their rights to issue cir- 
culating notes. This impairs the character of the security 
for the current obligations very considerably. However, if 
the two per cent bonds are ultimately retired, as the plan 
contemplates, this objection will disappear. [P. 56; B. 42.] 


V. Activities of Banks Belonging to the Association 


No new limitations are imposed on the activities of the 
national banks joining the Association. On the contrary, 
they are given greater freedom of action. They are granted 
the right to make acceptances, in order to facilitate the organ- 
ization of a general market for commercial paper. In other 
respects too, their position is made more favorable, so that 
national banks will find themselves at less disadvantage, as 
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compared with state institutions. Speaking on this point at 
the Bankers’ Convention in New Orleans Senator Aldrich* 
declared that it was not fair to the national banks, that state 
banks and trust companies should enjoy more favorable 
terms, and that it was only just that the three classes of insti- 
tutions should share the same privileges and obligations. 

- Nothing is said in the bill about the activities of state 
banks and trust companies. These are, of course, subject 
to the legislation of the different states. They are affected 
only indirectly by the proposed plan, 7. e., if joining the 
Association. Such institutions must then submit to the same 
conditions as are imposed on the national banks with refer- 
ence to their reserves, statements, and reports. ‘The capital 
requirements for trust companies differ from those for 
national banks and state banks. Further details are dis- 
cussed under the proper heads. The bill thus tends to 
make conditions uniform for national banks, state banks, 
and trust companies. It can not extend the rights and 
privileges of those state institutions beyond the limitations 
imposed upon them by the states. From current discussion, 
however, it is believed probable that the states are willing to 
enlarge the powers of their banks and trust companies to 
conform to those granted the national banks under the plan. 


The proposed legislation creates more favorable condi- 
tions for negotiating commercial paper. National banks 
will benefit most by this privilege which is conferred on them 
regardless of membership in the Association. ‘They are 
given the right to accept bills originating in commercial 
transactions, properly secured, and having no more than 
four months to run. The right of making acceptances is, 
however, subject to two limitations. Banks may not ac- 
cept notes in excess of one-half of their capital and surplus. 


*’The Proposed Monetary Plan.” Address delivered Nov. 21, 1911. 
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The second restriction is modelled on section 52 of the 
National Bank Act. It forbids a bank to grant to any 
one individual or company an acceptance credit. exceed- 
ing ten per cent of the bank’s capital. [P. 48; B. 31.] 
On the basis of the present capital and surplus of the 
national banks, the maximum amount of acceptance credit 
which they would be permitted to give may be estimated 
at about $850,000,000. This is a low amount compared 
with the volume of acceptances which German banks make. 
There, at the close of 1908, 392 credit banks with a capital 
and surplus of 3,520,000,000 marks, had outstanding ac-— 
ceptances to the amount of 1,809,000,000 marks, and in ad- 
' dition 587,000,000 marks in acceptances issued by the banks 
acting in the capacity of sureties or guarantors.* 

The acceptance privilege is a new feature in the activities 
of the national banks. It should also be noted that this 
right is conferred on them, even if they continue to issue 
circulating notes. The propriety of giving note banks the 
acceptance privilege is open to dispute. It is true that notes 
secured by government bonds are essentially different from 
those emitted by the central banks on the European continent. 
We may, nevertheless, well ask ourselves whether the exer- 
cise of the right of accepting commercial paper is compatible 
with the essential nature of a bank issuing notes. This 
point will be discussed more fully below. [Cf. pp. 143-146. ] 

It is certainly to the interest of business in America that 
the use of acceptances should be extended. A necessary con- 
dition for such a step is obviously to free the most important 
and strongest banks from the existing prohibition, as the 
Aldrich plan proposes to do. The step here taken is of 
special significance for America’s foreign commerce, the 
financing of which, both as regards our export and import 


*Bankenquete, 1908-09, “Matererialien zur Frage des Depositenwesens,” Ber- 
lin, 1910. 
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trade, is today left almost wholly to foreign banks. We 
quote from the report of the Monetary Commission:* “Take 
one illustration: Last year we exported about 650 million 
dollars in value of cotton; it was largely financed by 60 or 90 
day bills drawn on Liverpool, London, Paris and Berlin. 
This business was practically all done by foreign banks or 
bankers. The banks in the South and perhaps in New York 
were enabled to collect a small commission on part of the 
business en route, but the lion’s share of the profits accruing 
from transactions, millions of dollars in amount, were paid 
to European merchants and bankers, and this vast sum was 
in the last analysis paid by the cotton planter.” 

According to Mr. Anderson,+ these regulations for ac- 
ceptances will not altogether remedy the situation, and our 
foreign commerce will still continue to be financed in Kurope 
to a considerable extent. In certain branches of foreign 
trade it is customary to use bills having more than four 
months to run, and special security is not available. Such 
paper could not be accepted by American banks under the 
restrictions imposed in the bill. However, it is probable 
that in the majority of cases the bills arising out of Amer- 
ican trade transactions will be of a kind which national banks 
may accept. This alone would tend to make our export 
and import less dependent on European banking. 


National banks are authorized to invest as much as 30 
per cent of their time deposits in mortgages on improved and 
unencumbered real estate. The loans must not, however, 


*Page 29. 


tFrank B. Anderson, President of the Bank of California, San Francisco. 
“Relation of the N. R. A. to the Foreign Trade, and Banks, and the World’s 
Financial Centres.” Address delivered before the American Bankers’ Conven- 
tion at New Orleans, Nov. 21, 1911. 


tIn the revised plan it was evidently contemplated that mortgage loans 
should be made not by the banks directly, but by separate savings bank depart- 
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exceed fifty per cent of the value of the property. By time 
deposits, as defined in section 39, are meant funds deposited 
for a definite period, which will not be demanded until after 
thirty days at least. It applies also to funds which are 
deposited not for any specified time, but which can not be 
demanded without thirty days’ notice. During the thirty 
days before the deposits are to be repaid, such funds cease 
to be available for investment in mortgages. 

Lending on mortgages is not consistent with the char- 
acter and activities of commercial banks. The provisions 
embodied in the plan are obviously a concession to the de- 
smands of agricultural sections, where the need for mortgage 
loans is but inadequately met. While it is undoubtedly 
highly desirable and necessary to give proper attention to the 
financial requirements of our agricultural interests, which 
are at the root of the country’s prosperity, the wisdom of try- 
ing to meet the need through commercial banks is certainly 
questionable. The privilege here accorded to national banks 
is in defiance of the principles of modern banking. 

The Monetary Commission seems aware of the danger 
to the national banks, should they tie any considerable 
part of their funds in a form of security that is, compar- 
atively speaking, not readily convertible into cash. It ac- 
cordingly surrounds the mortgage business of the banks 
with a number of restrictions. In the first place, the priv- 
ilege of lending on mortgages is not extended to national 
banks which act as reserve agents for other banks or trust 
companies. In the second place, mortgage loans may be 
placed by banks only on improved real estate in their imme- 
diate neighborhood, or in the territory directly tributary to 


ments, which were to be established by the national banks. Forty per cent of such 
savings deposits were to be invested in mortgages. In the Bill as it is now before 
us, the provisions in regard to savings bank departments have been eliminated, 
while the other features of the measure have been much amplified. 
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the bank. These restrictions make for a conservative policy. 
Banks lending on property in their neighborhood are likely 
to know the value of the real estate, and whether or not the 
property could be sold, if any exigency rendered this neces- 
sary. ‘The most important restriction on the mortgage busi- 
ness of the banks is found in the requirement that they 
lend not more than fifty per cent of the value of the prop- 
erty. ‘These various restrictions diminish the objection to 
the participation of national banks in the mortgage loan 
business. [P. 50; B. 40.] 


VI. Obligations of Membership in the Association 


By acquiring shares in the National Reserve Association, 
a bank undertakes to comply with the regulations of the 
proposed act. The chief obligations here are publicity, the 
maintenance of prescribed cash reserves, and the possession 
of a minimum capital. 


Once a month, and oftener on demand, the bank must 
submit a statement of its condition to the National Reserve 
Association [P. 59; B. 44]. It must also allow a thorough 
investigation of its books and its business to be made by 
representatives of the National Reserve Association when- 
ever the latter deems this advisable. The Association is 
authorized to accept copies of the reports of national bank 
examiners, and also of state bank examiners, where the ex- 
aminations meet the Association’s standard, and where it is 
not against the law of the state to furnish such information. 
[B. 46.] The reports of the national bank examiners are 
henceforth to be made out in duplicate, and one copy is to 
be furnished to the Association for confidential use by its 
officers and by the managers of the branches. [P. 58; 
B. 45.] 
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The existing cash reserve requirements for the national 
banks are somewhat relaxed in the reserve obligations im- 
posed on the banks belonging to the Association. They may 
count as a part of their reserves the notes of the Association, 
which they have on hand, and also their deposits with the 
Association. [P. 51; B. 39.] State banks and trust com- 
panies are authorized to deposit, in the same way as national 
banks may now do, a part of their cash reserves with other 
banks belonging to the Association and located in the “re- 
serve’ or “central reserve” cities. [P.62;B.3.] The same 
reserve requirements are made applicable to all institutions 
belonging to the Association. In this way the state insti- 
tutions are placed on par with the national banks. ‘The per- 
centage of required reserves is determined by the character 
of the deposits: 

(1) On demand deposits, the same percentage of reserves 
must be held as is now required of national banks. This 
ranges from 15% to 25%, according as the institution is a 
country bank, a reserve city bank, or a central reserve city 
- bank. 

(2) Time deposits and money held in trust must be 
treated for purposes of reserve in the same way as demand 
deposits for the thirty days preceding the date on which they 
are to be repaid. Otherwise no cash reserves need be held 
against such funds. 'Time deposits and trust funds must, 
however, be represented by certificates or instruments in 
writing, and may not be withdrawn before the date speci- 
fied without thirty days’ notice [P. 52, 58, 62, 63; B. 3, 39]. 


The requirements in regard to capital and surplus now 
in force for national banks are left undisturbed, and state 
banks joining the Association are made subject to the same 
regulations. Trust companies must have a surplus equal 
to at least twenty per cent of their capital, and a minimum 
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capital is required of them, varying in amount according to 
their location. In towns with a population of 6,000 the re- 
quired capital is $50,000; in towns having a population of 
between 6,000 and 50,000, the capital must be $100,000. The 
capital requirements rise with the population, and in a city 
of more than 400,000, the minimum capital is $500,000.* 
PE OleA B38 


Failure on the part of any bank to maintain the pre- 
scribed reserves, or to submit the required statements, or mis- 
representation of its condition in any report or examination 
renders the institution liable to suspension from membership 
by the National Reserve Association. [P. 33; B. 22.] 
Whether or not such suspension is final, is not made clear 
in the bill. Presumably it is only temporary, for otherwise 
there would be need of a clause in the bill requiring a 
suspended bank to sever its connection with the Association, 
and to return its shares on repayment of their book value 
by the Association. 


VII. American Banks in Foreign Countries 


The establishment of banks in foreign countries (includ- 
ing under this head also foreign and American dependencies) 
seems at first sight unrelated to the problem of reorganizing 
the note bank system of this country. In the original draft 
of the plan these institutions were dealt with summarily. 
[P. 49.] In the bill, the provisions regulating these insti- 
tutions have been very much extended. [B. 57.] Closer 


*A minimum capital is highly desirable, for it provides a guaranty fund to safe- 
guard the interests of the depositors. It should be noted that the provisions, as 
they appear in the bill, differ considerably from those in the revised form of the 
plan. There the minimum capital for a trust company was made $100,000. The 
minimum has been reduced as a result of criticism urged against this feature of 
the plan. 
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study will show how largea significance these institutions will 

have for the proposed system of circulating notes, and for 
American banking in general. The institutions to be es- 
tablished abroad are intended to complete the American 
banking system and to help in the development of a well- 
rounded American money market, by keeping it in touch 
with the movements in the foreign financial centers. They 
may be used also as fiscal agents of the government and 
they are particularly well fitted to serve as foreign agencies 
for the Association. ‘Their purpose is further to help pro- 
mote American foreign commerce. To fulfill their tasks 
satisfactorily, these banks must necessarily be in very close 
connection with the financial movements and institutions of 
this country. Accordingly the banks belonging to the As- 
sociation have been authorized to participate in the establish- 
ing of these institutions, and to acquire shares of them up to 
ten per cent of the amount of their own capital stock (in 
the revised plan the maximum was twenty per cent). 

The activities of these banks in the United States have 
been restricted, as it is clearly not to the interest of the insti- 
tutions belonging to the Association that these banking cor- 
porations should compete for American business. On the 
other hand, it is not intended that these institutions should 
become foreign banks. They must remain American banks 
abroad and serve the interests of American trade. With 
this in view, the bill sets a minimum for number of shares 
that must be held by Americans, and also fixes the number 
of directors who must be American citizens. For the 
same reason the Comptroller of the Currency has been 
given supervision over their operations. 


The bill permits such banking corporations to be formed 
by five or more persons. Articles of organization are to be 
filed with the Comptroller of the Currency, and also with the 
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Secretary of State, giving the general purpose of the cor- 
poration and such regulations as may be adopted for its 
business. Their certificate of organization must specify the 
name assumed by the corporation, the foreign country or 
countries, and their dependencies in which it proposes to op- 
erate, the location of the home office, the capital stock and 
the number of shares into which it is divided, and the names 
and residences of the shareholders with number of shares 
owned by each. ‘The certificate must include a declaration 
that it has been made in order that the Corporation may avail 
itself of the advantage of this legislation. ‘The bill demands 
that the annual meeting of each of these banking corpora- 
tions shall be held at its home office in the United States. 
At the home office must be kept books containing the names 
of all stockholders, and of the members of the board of di- 
rectors, and also copies of the reports furnished to the 
Comptroller of the Currency, giving the resources and lia- 
bilities of the bank. , 

These banking corporations are obliged to submit state- 
ments to the Comptroller of the Currency as frequently as 
he may require. He may also make an examination of their 
condition, whenever he deems it necessary, through examiners 
appointed by him. He is further authorized to appoint a 
receiver, to close such an institution and wind up its affairs, 
whenever he is satisfied that it is insolvent. The procedure 
for this purpose is the same as in the case of a national 
bank, except where some other method is enjoined by the 
laws of the country in which a branch is located. 


These banks are chartered for a period of only twenty 
years. The minimum capital required is $2,000,000, all of 
which must be fully paid in before the bank may commence 
business. The payment of the capital must be certified to 
by the Comptroller of the Currency, and a copy of the 
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latter’s certificate filed with the Secretary of the State. By 
a two-thirds vote of the stockholders, and with the approval 
of the Comptroller of the Currency, the capital stock may be 
increased or decreased, but not below $2,000,000. The bank 
may be voluntarily liquidated on the affirmative vote of 
two-thirds of the stockholders. A majority of the stock 
must always be held by American citizens or by corporations 
organized under the laws of the United States, or of the 
individual states. In the same way, the majority of di- 
rectors must always be American citizens, and every director 
must own in his own right at least one hundred shares of 
the capital stock. | 


These banks are authorized to make acceptances, to buy 
or sell bills of exchange, or other commercial paper relating 
to foreign business, to buy and sell the securities of the 
United States, or of any of the states of the Union. They 
may establish branches in foreign countries or their depend- 
encies, and in the American colonies, and these branches may 
be used by the Government as its fiscal agents. On the other 
hand, they may not receive deposits in the United States, nor 
transact any domestic business not necessarily related to 
their business in foreign countries, or in the dependencies of © 
the United States. 


CHAPTER III 


Criticism 


A. The Plan And The Principles | 
of Banking | 


The Aldrich plan and the bill have endeavored to meet 
the sentiment against a genuine central bank, endowed with 
special privileges and entrusted with the regulation of the 
note circulation. A novel institution has been devised, dif- 
fering from the general type of central banks. It has not 
been deemed desirable to deviate too far from the present 
system. ‘To quote the words of President Taft in his mes- 
sage to Congress (December 21, 1911), the plan follows 
“the wise and undisputed policy of maintaining unchanged 
the main features of our banking system.” It may properly 
be characterized as “the logical outgrowth of what is best 
in our present system.” Nevertheless, the efforts of the 
National Monetary Commission have not succeeded in dis- 
arming all opposition, and the ultimate decision with refer- 
ence to the Aldrich plan will undoubtedly be based on the 
question of the general policy involved in creating a central 
institution. 

Criticism of the Aldrich plan has, in general, not con- 
cerned itself with the fundamental principles and purposes 
underlying the proposed legislation. Opposition has been 
directed against it almost wholly on the ground that 
the National Reserve Association, whether a central bank 
or not, is out of harmony with the existing system of de- 
centralized banking. 

As the object of the proposed legislation is to better 
the credit and currency system and prevent panics, it is 

8 113 
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best to consider first of all the merits of the Aldrich plan 
as a banking measure and to inquire whether its provisions 
are adequate for the end to be achieved. Leaving to an- 
other place the criticism on political and other grounds, 
this section will take up the general features of the Aldrich 
plan from the point of view of banking reform.* 

Before taking up the arguments for and against the re- 
forms, it is well to restate briefly the ends sought in the 
proposed legislation. 'The purpose of reorganizing the ex- 
isting monetary and credit system is, in the first place, to in- 
sure greater security in crises, and to create some measure of 
protection against the outbreak of panics. At the same 
time, the aim is to strengthen the credit basis on which the 
business of the country rests, and to bring about a better 
and more equitable utilization of our financial resources, in 
the interest of all sections of the country and of all branches 
of our industrial activity. The plan of reform proposed by | 
the Monetary Commission is based on the fundamental be- 
lief that, to achieve these ends, the cash reserve of the 
country must be concentrated in some central agency, that 
our system of issuing notes must be reorganized, and a 
market developed for short time loans and discounts. ‘To 
carry into effect these reforms, the plan proposes the crea- 
tion of a new type of institution, authorized to issue circu- 
lating notes, and charged with the keeping of the gold and 
cash reserves of the country. The institution advocated, the 
National Reserve Association, is to be essentially a codp- 
erative union of the existing commercial banks, the vital 
elements in the present credit system. To the Association 
are assigned certain functions, enabling it to carry out the 
general purposes of the plan, and in itself it is to form the 
keystone in the reorganized system of currency and credit. 


*For criticism of particular provisions in the plan the reader is referred to 
the detailed discussion under appropriate heads in Chapter IT. 
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The plan proposes for the National Reserve Association 
a capital stock of $300,000,000, one-half of which is to be 
paid in at once in cash. This is a surprisingly large capital 
for a central banking institution. ‘The objections to an 
excessive capital are two-fold. In the first place, a very 
large capital is unnecessary, because institutions of this type 
secure the funds needed in their operations through the 
issue Of notes and from deposits. In the second place, a 
large capital makes it difficult for the management to secure 
sufficient quantity of profitable investments. There would 
be the temptation to relax the caution necessary in the credit 
policy of such an institution. With these considerations in 
mind, the capital of great central banks has been made mod- 
erate in amount. It serves chiefly as a guaranty fund and 
provides the means for acquiring real estate for office pur- 
poses. 

There is, however, some justification for a large capital in 
this instance. The national banks have inherited from the 
Civil War a note system based on government bonds. In 
consequence, they today hold by far the largest part of the 
government debt, and this constitutes the chief obstacle to 
the reform of our note system. A large capital would en- 
able the Association to take over from the national banks a 
considerable part of the two per cent bonds, and to exchange 
them for three per cent bonds without the note circulation 
privilege. Bonds would thus cease to be the sole basis for 
the note issue, and the note currency would be established, 
more and more, on the security of lawful money and com- 
mercial paper. 


The provisions for the reorganization of the note circu- 
lation seek to create for the United States a supplementary 
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currency similar to that now issued by the central banks 
on the Continent. The two purposes sought are (1) to make 
the currency elastic and responsive to business needs, and 
(2) to correlate the expansion and contraction of the note 
circulation with the movements of trade and industry. To 
achieve these ends, the plan purposes ultimately to eliminate 
government bonds as the basis for the issue of notes, and 
to substitute for them commercial paper,—notes and bills of 
exchange, and lawful money. The abandonment of bonds as 
security will make possible a flexible currency, the use of 
commercial paper as a basis for notes will relate the circu- 
lation to business activity. By entrusting the emission of 
notes to a single institution, instead of thousands of inde- 
pendent banks, a unified policy in the issue of circulating 
notes is made possible, one that is national in scope, and di- 
rected in the interest of the general welfare rather than 
private profit. | 
The regulations governing the security of the issue of 
notes embody the best experience. Provisions through 
which the change from the present system is to be effected 
have been drawn with much skill. A sudden disearding of 
the bonds carrying the circulating privilege was, of course, 
out of the question. The measures devised for calling 
them in gradually seem well calculated to bring about the 
final establishment of the note currency on a sound basis. 
The Aldrich plan, realizing that an inflexible limitation 
on the circulation of a note bank is not desirable, does not 
impose an absolute restriction on the amount of circulating 
notes which may be issued. ‘The fixing of a maximum for 
the volume of notes, as found in the French Bank Act, and 
the still more rigid method of restriction established by Eng- 
lish law, are not examples for imitation. A better restraint 
on excessive issues is furnished by indirect limitations, ex- 
ercising control by special requirements in regard to the 
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reserves to be kept for notes emitted, or prescribing certain 
characters for the securities on which such issues may be 
based. These methods are effective, particularly when 
coupled with a system of restrictive taxation applied to 
notes issued in excess of a stipulated amount. The Aldrich 
plan follows this method. It imposes a tax on “uncovered” 
notes, that is, notes not covered by an equivalent amount of 
lawful money on hand. ‘The tax is one and one-half per 
cent on uncovered notes issued in excess of $900,000,000, 
and five per cent on uncovered notes above $1,200,000,000. 
At the same time, the Association is subjected to a tax for 
deficiencies in the cash reserve, which it is required to main- 
tain at fifty per cent of the total liabilities, deposits as well 
as notes. The rate of the tax increases as the percentage 
of reserves declines. The Association must pay one and 
one-half per cent for each two and one-half per cent defic- 
iency in the required reserve of fifty per cent. 

The regulations concerning the cash reserves mark an ad- 
vance over those generally in force in Europe. ‘The 
novel feature is that the cash reserve requirement applies 
also to deposits. A fixed percentage of reserves against 
outstanding notes is still obligatory and this feature may 
provoke criticism. However, the provision carries with it 
many advantages, particularly in the form proposed. It is 
not so rigid as the present cash reserve requirement apply- 
ing to national banks, and is not open to the objections 
urged against an inflexible reserve. On the other hand it 
serves to impress on the bank authorities the necessity of 
proceeding with extreme caution, and of keeping their re- 
serves far above the minimum. 

In France no specific percentage of reserves is obliga- 
tory. The authorities of the bank are in duty bound to see 
that there are enough quickly realizable assets to cover their 
notes; the relative proportion of cash and commercial paper 
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is left to their discretion. This system nas worked weil 
there. In Germany a percentage reserve is imposed, and 
it is looked upon as a most valuable safeguard against the 
unhealthy expansion of credit. It is undoubtedly wise to 
retain the requirement of a definite percentage of reserves 
for the Association. | 

An important point not covered in the bill is the de- 
nomination of the notes. As the notes will no longer be 
secured exclusively by government bonds, they will be es- 
sentially different from the present notes of the national 
banks. The existing notes are substitutes for bonds, and 
as such are In many respects nothing other than paper 
money. The notes of the Association would, however, 
stand for credits. ‘This fundamental distinction is clearly 
pointed out by Mr. Talbert.* He says: “A bank note 
is a bank credit and is a medium of exchange, not a standard 
of value.” ‘Though it may pass from hand to hand, it does 
not lose its character of credit instrument. “The debt is 
merely shifted to ‘bearer,’ and becomes scattered among 
many debtors, each of whom stands in substantially the same 
relation to the bank as the original depositor.” This idea 
implies that the circulation of bank notes should be re- 
stricted to those circles which are in fact directly or in- 
directly connected with the bank, 7. e., bank notes should 
generally be used in business transactions. 

Modern legislation has given special attention to this 
_ point. Having in mind the nature and purpose of the bank 
note, the lowest denomination is made £5 for the Bank of 
England, and 50 francs for the Bank of France. The 
German Reichsbank did not emit notes for less than 100 
marks up to 1906, when 50 and 20 mark notes were author- 
ized. The issue of notes for such small amounts has been 


*Joseph T. Talbert: “The Reconstruction of Our Banking System.” Address 
delivered November, 1911. 
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criticized as not in keeping with the character of bank notes. 
The suggestion may be ventured that the Association be 
not permitted to issue notes for less than $20. There is an 
abundance of paper in smaller denominations now in cir- 
culation in the form of United States notes and silver certi- 
ficates. Should the Association be authorized to emit notes 
in smaller denominations, i. e. $10 and $5, the amount to 
be issued ought to be definitely limited in the same way as 
the issue of 50 and 20 mark notes is restricted in Germany. 


Taken as a whole, the measures proposed for the reform 
of the bank note circulation are well planned and practical. 
Existing business and banking conditions are taken into 
account, and made the starting point for legislation. From 
this point of view, the part of the Aldrich plan that deals 
with the reform of the note issue is least open to criticism. 
It aims at introducing a system of currency conforming 
with modern needs. ‘This it seeks to achieve by gradually 
transferring the circulation from the banks to a single cen- 
tral agency, at the same time establishing the note currency 
on a new basis. The notes are to be secured in part by 
cash. 'To the extent that they are not based on cash, they 
must be protected by short time commercial obligations. It 
will thus be possible to expand and contract the currency 
in keeping with the demands of business. The greatest evil 
in our existing bank note system will thus have been re- 
moved, and we shall no longer suffer from an inflexible cur- 
rency unable to cope with the country’s requirements. 

For the issue of circulating notes the Association will 
set out upon its work, equipped with ample powers. As, 
however, the note activities of a central banking institution 
can not be separated from its other functions, we must 
consider next whether the other rights conferred on the As- 
sociation and the limitation imposed upon it are such as 
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will permit it to exert the vast powers inherent in the note 
issue to their full extent so that the Association may accom- 
plish the purposes for which it is to be established. 


II. The Association in Relation to the Constituent 
Banks 


In prescribing the organization of the Association and 
defining its activities, the fundamental ideas in the Aldrich 
plan are (1) to place the institution beyond reach of polit- 
ical influences or control by financial interests; (2) to ob- 
viate competition between the Association and the existing 
banks by limiting the N. R. A. to transactions with the con- 
stituent banks only; and (8) to minimize the element of 
risk in its discount business. 

The greatest stress has been laid on the need for making 
the Association independent of political or financial inter- 
ests, for only in this way can it hope to win public confidence. ~ 
Accordingly, the part of the plan that has been most care- 
fully worked out deals with the organization. In view of 
the detailed discussion of this feature in Chapter II, we may 
assume here that the provisions of the bill are adequate for 
the first of these purposes. We pass, therefore, to a con- 
sideration of the significance of the restriction of the Asso- 
ciation’s business to transactions with constituent banks, and 
the limitations thereby imposed on its activities. 

These restrictions in the bill have undoubtedly been 
adopted not because of their intrinsic merit, but because it 
was felt that without them there was no hope of effecting 
any reform. This circumstance must, of course, be borne 
in mind in criticizing the plan. It is none the less necessary 
to point out possible consequences and to indicate the modi- 
fications which will ultimately be necessary for an effective 
reform in our credit system. 


PLAN AND PRINCIPLES OF BANKING 121 


Originally the Aldrich plan restricted membership in 
the Association to national banks. To satisfy critics, state 
banks and trust companies were included. Membership, 
however, for state banks is dependent on the possession of a 
minimum capital varying from $25,000 for a town of 3,000 
to $500,000 in cities having more than 400,000 inhabitants. 
This provision is in accordance with the requirements 1m- 
posed on the national banks by the now existing law. For 
trust companies the required capital ranges from $50,000 
~ to $500,000. According to Mr. Strong,* these restrictions 
eliminate 7,000 out of 12,000 state banks and trust com- 
panies. It is, however, justifiable, for a bank ought to 
have a certain minimum capital to serve as guaranty fund. 
Moreover, in many cases the minimum is set sufficiently low 
to make it possible for an institution of consequence to raise 
its capital to the required standard. 

The only point open to question is the propriety of in- 
sisting that banks in larger cities must have a very consider- 
able capital to be eligible for membership. ‘Taking into 
consideration the volume of deposits in cities, and the larger 
obligations arising therefrom, this requirement seems justi- 
fied. It is certainly desirable that the capital of such banks 
should be adequate to meet the greater needs for working 
funds. ‘The suggestion may be ventured that instead of a 
rigid rule fixing the minimum capital in accordance with the 
size of the city, the requirement be based on a stipulated per- 
centage of average deposits. This would mean that even in a 
large city, a small bank with limited deposits might be admit- 
ted to membership with a capital less than the minimum now 
set. In that case, however, the Association would have to 
be given the right to compel the bank to raise its capital 
as deposits increase or to withdraw from the Association. 

*Benjamin Strong, Jr.. Vice-President Bankers’ Trust Company, New York: 


“Interest Rates, Earnings, Dividends, and Taxation.” Address delivered before. 
the Bankers’ Association at New Orleans, November 21, 1911. 
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The feature in the plan most open to criticism is the one 
limiting the Association’s business to transactions with con- 
stituent banks. It is the first time in history that a central 
institution authorized to issue notes is to be made wholly 
dependent on doing business with certain existing banks 
- without regard to the other financial and industrial interests 
involved. 

By confining the Association to dealings with the con- 
stituent banks alone great obstacles are undoubtedly placed 
in the way of its successful operation. The N. R. A. is 
thereby cut off from direct relation with the money market 
and the business world. It becomes an emergency institu- 
tion with only occasional use for its large funds; it is de- 
prived of a field for the constant employment of its re- 
sources. Under such conditions, it is questionable whether 
the Association can exert any considerable influence on 
movements in the money market, and it is equally doubt- 
ful whether it can achieve the fundamental purpose for 
which it is being created—that of minimizing the effects of 
crises or of preventing panics altogether. 


The discussion of the activities of central banks in the 
first chapter has shown that they are able to meet emer- 
gencies and to moderate the evils of business depressions 
and crises, only because their operations are conducted in 
keeping with a far-sighted policy. Long before a boom has 
reached its height, these institutions find it necessary to in- 
tervene, in order to stem the tide, and to prevent a sudden 
collapse. They realize that in the event of a sudden break- 
down in a speculative movement, even the central bank 
might not prove strong enough to hold its own and to arrest 
the panic. Far-sighted policy imposes one absolute condi- 
tion for the success of a central bank; it must always keep 
in close touch with the conditions in the money market. Only 
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in this way can it hope to be properly informed of the course 
of business developments and the standing of different firms 
and interests, and only through the money market can it 
exert its restraining influence before it is too late. 

A central banking agency, like the N. R. A., can not ob- 
tain this intimate knowledge of the industrial and financial 
situation, if its business is limited to transactions with banks 
alone. It is not likely that the banks will seek help from 
the N. R. A. before they have used up their own funds 
in loans. With the Association in the field, they will feel 
the more free to extend their credit to the limit, relying upon 
it to come to their assistance, in the event of a money strin- 
gency. Competition among the different banks, each act- 
ing for itself and unable to see the situation in its entirety, 
will operate to maintain low rates for money in the open 
market. Hence there is danger that the final outcome will 
be overexpansion of credit. 

While the movement toward expansion is going on the 
Association whose duty is to prevent overexpansion, will be 
entirely aloof from the money market. Moreover, even 
if it does realize the situation, it can do but little. It is not 
permitted to go into the open market and rediscount bills 
which it holds, in order to raise the rate of interest in mar- 
ket, with a view to checking the overexpansion of credit. 
The money market will thus drift along, left to itself, for 
the Association will be in no condition to control develop- 
ments. It will maintain its low rate until rediscounts sud- 
denly assume large proportions. ‘The constituent banks, 
finding their resources exhausted by the claims of private 
customers and smaller banks, will then seek the aid of the 
Association. By that time, however, it will be too late for 
the Association to exercise a preventive influence,—overex- 
pansion will have gone too far to be checked. 

The function of the N. R. A. on such occasions will be 
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but little different from that of the present currency asso- 
ciations, which come into play only in emergencies. It will 
be able to do but little more than the clearing houses have 
done in crises. Of these Mr. Andrew* says: “Hitherto 
the organization of the clearing house committee with bank- 
ing powers has only been effected after panics have gotten 
into full swing, and so they have been able only to palliate, 
but not to prevent them.” This is likely to be true also of 
the Association. : 

Even the European central banks have more recently 
experienced difficulty in making their discount policy effec- 
tive, owing to the growing strength of the large credit banks. 
Restricted to dealing with powerful banks, eager to enlarge 
their own holdings of commercial paper, the task of the As- 
sociation would be doubly difficult. Instead of putting an 
end to the great fluctuations in the rate of money, the effect 
of the existence of the Association might actually be to 
accentuate such fluctuations. The business community 
would take its cue from the low rate of discount and act 
upon it, failing to realize that an overexpansion of credit 
was going on, until awakened to the fact by a sudden rise 
of the discount rate. | 

From this point of view, there is, indeed, ground for be- 
lieving that with the restrictions imposed in the bill the ex- 
istence of the Association might become a cause for over- 
extending credit. This might happen, not because the N. 
R. A. would be too liberal with its credit, but because its 
low rate of discount would lead to false inferences and a 
mistaken sense of security. Reliance would be placed in the 
Association’s help, and the facility with which a single 
bank could secure funds might lead others to a rapid expan- 
sion of credit. 


*A. Piatt Andrew, at Indianapolis, cited in the Introduction. 
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_: Mr. Anderson* has justly pointed out the evils that are 
likely to come from such intermittent activity of the Associ- 
ation, and we quote from him: “The thought naturally arises, 
Will the mere fact of the directors of the National Reserve 
Association naming a rate have any effect when their hands 
are so tied that they have no way of enforcing the rate and 
of making it so effective? . . . The Association will not have 
any control over the situation until the demands of the great 
mass of non-member banks have put such a strain on their 
reserve city banks, who are members, as will drive those 
banks to the Association for help. If it had the power to 
sell in the open market, it would force contraction, and it is 
only through contraction that it can prepare itself to fulfill 
its responsibilities towards the banks.” 


The criticism of the provision in the Aldrich plan limit- 
ing the Association to business with the affiliated banks has 
been met by Senator Aldrich with the statement that in 
Europe a similar situation has come about, and that the great 
central banks do not transact business in the money market. 
This rests on some misunderstanding. It is true that 
the central banks do not participate generally in the mar- 
ket for bills of the very highest character, the so-called 
“open money market,” where the “private” rate of discount 
prevails, a rate below that of the note bank.t This does 
not mean, however, that individuals can not deal directly 
with the central bank. On the contrary, all business men 
who have an account with it can get their bills discounted 
there at the “bank rate,” or “official” rate of discount, which 
is the general rate applying to ordinary bills. That Mr. 

*Frank B. Anderson, President of the Bank of California, N. A., San Fran- 
cisco: “Relation of the National Reserve Association to the Foreign Trade, and 


Banks, and the World’s Financial Center.” Address delivered before the Amer- 
ican. Bankers’ - Association at New Orleans, November 21, 1911. 


+See Chapter I., page 34. 
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Aldrich is mistaken can be readily proved by reference to 
the statistics of the Reichsbank. Among the data obtained 
by the German Bank Inquiry is a table prepared by the 
Reichsbank, giving an analysis of its customers by classes, 
together with the average amount of paper discounted for 
each class in 1907. It appears from the table that on the 
average the commercial paper discounted by the bank dur- 
ing 1907 amounted to 1,060,000,000 marks, and that of 
this total only about one-half had been rediscounted for 
banks and bankers. 

Those utilizing the central bank’s facilities may be class- 
ified as follows: 


TABLE 7.—CLASSIFICATION OF BILLS DISCOUNTED BY THE 
GERMAN REICHSBANK, 1907. 


Average Amount 
CLASS of Discounts Percent of Total 
(millions of marks) 


Trade, transportation, and insurance........... 187.9 Lic73 
ATAGUISERY oie ofa cixieis'a iaisnie els sche lole slots iarehelettiat ote aiaiel ater 284. 4 26.83 
POTICHIEUTE 45 Cis! silaie's''s (edie sglelee islele Misra s Waa eeeele 11.1 1.05 
Other borrowers BA eee of banks and bankers. 16.6 1.57 

Otay a aaa ae eo 500.0 47.18 
Money and banking interests ...............-.. 560.0 52.82 

Grand total dsc eae ones eee 1,060.0 100.00 


In England and France, indeed, the relations between 
the central bank and business interests are not so direct as 
in Germany. There the industrial and mercantile classes 
usually transact their business with the credit banks, and 
the customers of the central bank of issue are as a rule banks 
and bankers. To this circumstance we may trace the appel- 
lation of “bank of banks” applied to the Bank of England 
and the Bank of France. However, this means only that 
financial interests furnish the greater part of the customers 
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of the bank; they do not enjoy exclusive privilege to do busi- 
ness with the eentral institution. Moreover, it should be 
noted that even in its relations to banks, the position of the 
central note institutions of England and of France is dif- 
ferent from that contemplated in the Aldrich plan. There 
the entire financial world without exception is admitted to do 
business, and not a limited number. All banks and bankers 
are equally entitled to have their paper discounted at the 
rate applicable to any one of them. 

The Bank of France has made special efforts to democ- 
ratize its facilities, 7. e., to make the institution serviceable 
to the small merchant and manufacturer. For this purpose, 
in 1897 a reduction was made in the minimum face value 
of bills that would be accepted for discount, the amount be- 
ing reduced from 10 to 5 francs. The annual report for 
1910 shows that of 8,091,315 bills discounted more than one- 
half (4,452,300) were for amounts not exceeding 100 francs. 
In commenting on these figures, the bank emphasizes the 
fact that there has been a continued increase in the number 
of small notes discounted since 1897, the percentage rising 
from 33% in that year to 55% in 1910. ‘The report goes 
on to say that, in accordance with the terms of its charter, 
it has always been the policy of the bank to extend its 
facilities to small business men. This statement is con- 
firmed by Mr. Patron, one of the experts of the Monetary 
Commission.* 

Whatever the situation in England and France, these 
countries can hardly be used as models for the reform of 
the American credit system. Conditions there are vastly 
different. France is preéminently a creditor nation, lend- 
ing its capital to the rest of the world, but in itself of less 


*Maurice Patron: “The Bank of France in Its Relation to National and 
International Credit.” Publications of the National Monetary Commission, Docn- 
ment No. 494, 
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industrial importance. England, too, can not be used as 
a model; the testimony of Mr. Wood* on the great simi- 
larity of British and American business conditions to the 
contrary notwithstanding. Such similarity is more appar- 
ent than real; it extends merely to certain external feat- 
ures, principally the specialization in banking and the exten- 
sive use of the check and clearing house system. English 
and American economic conditions are radically different. 
England’s production is indeed large and important; never- 
theless the economic significance of England rests chiefly 
on its activity as middleman, and above all as the inter- 
national money-broker. 

The position of the United States is very much different 
from that occupied by England. Its internal activity is so 
great that its own capital becomes inadequate whenever 
trade is brisk, and it is compelled to call for additional funds 
from abroad. The condition of Germany is strikingly simi- 
lar: its industries are being developed at a rapid rate, and, 
as in America, the national life centers about them. Ger- 
many is not a country with capital to lend. It invests 
abroad only where such investments are necessary to fur- 
ther its industrial and commercial expansion. So far as 
analogies can be drawn between America and Europe, Ger- 
many is the only country which possesses many character- 
istics in common with the United States. 

To the extent that European models can be followed 
for the reorganization of the banking system, no institution 
can be imitated to better advantage than the German Reichs- 
bank, and no better feature in its activity can be emulated 
than that of keeping in close touch with the entire industrial 
community. Its policy is in striking contrast with that of 
the Aldrich plan. The latter adopts the undesirable de- 


+Edward R. Wood, A.M., LL.B.: “As to Suggested Plan for Monetary Leg- 
islation with Detailed Account of Bank of France.” 
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velopments in the European system. It further empha- 
sizes them when it fails to admit all banks to dealing with the 
Association and surrounds the transactions of even those 
banks which are privileged to do business with it, with ex- 
cessive restrictions. The Reichsbank is aware of the danger 
inherent in the position of a bank for banks alone. Knowing 
that banks utilize its facilities only at intervals, when money 
is tight, it has made every effort to maintain direct relations 
with industrial and mercantile interests. It realizes that 
unless it is able to keep on hand a large volume of commer- 
cial paper obtained directly from these classes, it will soon 
find itself out of touch with industrial movements. ‘This 
is likely to be the fate of an institution, like that outlined 
in the Aldrich plan, withdrawn from direct relations with 
the business world and made dependent on a limited number 
of banks. 

It would not be the case if the Association were allowed 
to discount more freely both for the public and the banks. 
As a large purchaser of bills it would be able to survey the 
situation, and could endeavor to influence the rate for loans 
in the general money market in time. Its control of a 
large volume of paper would enable it to work for a higher 
rate, in order to check an unhealthy expansion of credit, and 
thereby to prevent crises. [See Chapter I, pp. 39-40.] 

In the existing situation, however, it would scarcely be 
possible to bring about the establishment of a centra! bank- 
ing agency authorized to deal directly with commercial and 
industrial interests. Public sentiment is not prepared for 
a central bank endowed with special rights and privileges, 
and permitted to compete in what is today regarded as a 
field for private enterprise. This must be admitted, and a 
large extension of the freedom of the Association can not 
be expected. 

Nevertheless, in the effort to prevent competition between 

9 
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the N. R. A. and existing banking institutions, and te 
minimize the volume of risk in its activities, the Aldrich 
plan, as embodied in the bill before Congress, goes too far. — 
It puts the Association entirely out of touch with the money 
market, and unnecessarily hampers it in the discharge of its 
proper functions. In the first place it excludes from the 
possible clientéle of the Association a very considerable num-. 
ber of banks, and all private bankers. In the second place, 
discount transactions between the N. R. A. and its constitu- 
ent banks are subject to considerable limitations. 

A guaranty from the local association is in certain cases 
made a condition of getting credit facilities from the Asso- 
ciation. Such a guaranty is necessary whenever a bank 
seeks to discount commercial paper maturing after twenty- 
eight days. The requirement renders transactions with the 
Association inconvenient and costly. The bank seeking to 
rediscount paper must pay a commission to the local asso- 
ciation for its guaranty. The commission adds to the 
expense of dealing with the Association. More important 
as a deterrent than the cost, will be the reluctance of an 
institution to expose itself to criticism of competing banks 
in applying for such guaranty. It follows therefore that 
the constituent banks will generally not offer for rediscount 
paper running more than twenty-eight days, but will use 
bills maturing within a shorter period. In some respects, 
this would be an advantage for the Association. Its stock of 
bills discounted would in the average fall due within a few 
days. Such a condition is, certainly, desirable for a note 
institution, provided that it is employed continually in dis- 
counting bills, and thus is always in close touch with the mar- 
ket. Under the proposed provisions the Association would 
in all probability not be in that position. The limitation of 
the discount facilities to member banks in itself works only 
for the periodical employment of the Association. The re- 
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quirement of a guaranty by the local association will neces- 
sarily further a development in that direction. As the mem- 
ber banks can not well use long time bills for rediscount, 
and as their stock of short time bills is limited, they will 
give these to the Association only when the need is urgent. | 
Thus the final outcome will probably be that the constituent 
banks will seek aid from the Association only in exceptional 
cases. 

If it is at all desirable to give the Association a field for 
the adequate employment of its capital, this feature of the 
Aldrich plan should certainly be modified. In any event 
the relations with the constituent banks should be made as 
simple and direct as possible. 'To facilitate transactions 
with the Association, and the use of its funds for redis- 
counts, the guaranty should not be obligatory on rediscount- 
ing of ordinary bills having more than twenty-eight days 
to run. ‘The modifications here suggested would be in the 
interest of the smaller banks. These will have more fre- 
quent occasion to apply for rediscounts than the larger in- 
stitutions, which have greater resources. The guaranty 
should be required only when a loan is made on the direct 
obligation of a bank in an emergency, where it is necessary 
to save an institution from failure. There is no reason 
why the Association with numerous branches and an efficient 
credit department, should not be able to carry on its credit 
operations with a minimum of risk. The great European 
central banks have always found it possible to do so. Un- 
less transactions between the Association and the banks 
are made simple and easy, the Association will not obtain 
a sufficient volume of bills for discount to make it a factor 
in the discount market. It will be unable to exert any re- 
straining influence upon the money market, and to that 
extent it will fail to realize the purposes for which it is to 
be established. Short time notes will indeed be presented 
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for discount shortly before maturity, largely for purposes 
of collection, but these can not suffice to occupy the Asso- 
ciation, and it will time and again find itself with so little 
paper in its discount portfolio that it can neither keep in 
touch with the situation, nor exert a regulating influence on 
the money market. 


In regulating the discount policy of the Association, 
the Aldrich plan provides for a uniform rate throughout 
the United States. The fundamental assumption is that 
it should be the duty of a central institution to exend 
capital to poor districts on terms as advantageous as those 
obtainable in richer sections or in financial centers. The 
purpose is commendable in theory; practically, it is not so 
laudable. 

If the Association’s rate of discount proves effective, 
districts accustomed to dear money are likely to be stimu- 
lated by relatively cheap money to increase their demands. 
This would have the effect of forcing the price of funds 
above the level formerly prevailing in the old industrial 
centers. In such an event, sections where money has been 
cheap will not be attracted by the higher price demanded by 
the National Reserve Association. Mr. Morawetz* urges 
this objection to the plan. If his view is correct, few bills 
would be offered to the Association for discount in the 
large financial centers of the East, because the rate would 
be, relatively speaking, too high for them. 

To encourage all sections to utilize the discount facilities 
of the Association, it would not be amiss to permit a lower 
rate of discount for exceptionally good bills. An example 
for such action may be found in the history of the Reichs- 
bank, which in earlier days used to discount such paper 


“Victor Morawetz: “The Banking and Currency Problem and its Solution,” 
New York, 1911. 
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at favorable rates, when money was abundant. It is 
a question, however, whether any provision could be incor- 
porated in the bill, permitting the Association to discount 
below the official rate. With the existing antagonism 
against large business interests, the cry would be that such 
discounts simply concealed a way of favoring Wall Street. 
This, of course, would be far from the real motive, for it is 
much more important to the central institution than to Wall 
Street to keep on hand paper of the highest type as security 
for the outstanding bank notes. Moreover, the Association 
is forbidden to discount bills that originate in other than mer- 
eantile transactions. Its funds, therefore, could not be used 
for stock speculation. By permitting the N. R. A. to con- 
sider the high character of a bill offered for discount as the 
basis for a preferential rate, the above objection would be 
overcome. ‘Then, no matter where the paper originated, if 
it met the requirements of a “prime” bill, it would be entitled 
to the lower rate and an uniform rate would continue to ob- 
tain for ordinary bills. 


The necessary complement to the discounting activities 
of a central bank is its gold policy. It must safeguard 
the gold reserve of the country. For this purpose, and in 
order to strengthen its own position, the most effective 
means is to raise the rate of discount. As such a step 
serves to make credit dearer, and imposes a burden on 
borrowers, the bank tries to avoid raising its rate, unless 
the trade conditions leave it no choice. The gold policy of 
the central bank seeks, therefore, to obviate the necessity 
of increasing the rate of discount. Im the last analysis 
this means that the bank makes every effort to draw gold 
from abroad by buying the precious metal in bullion or in 
foreign coin, and that it endeavors to prevent the export of 
gold by selling part of its holdings of foreign bills of ex- 
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change for use in settling indebtedness to other countries. 

As guardian of the gold reserve the Association is 
authorized to deal in gold coin and bullion. In order to 
borrow gold it may pledge its holding of government bonds 
as security. To facilitate the carrying out of its gold policy, 
it may purchase and sell foreign bills of exchange. In 


these activities the Association is not so rigidly confined as — 


in its other operations. It may do business abroad, estab- 
lish agencies, and open accounts with foreign banks. 

Owing to the limitations on the domestic business of the 
Association, it will probably be obliged to lay stress on 
this branch of its activities. Finding difficulty in investing 
its funds at home, it will be compelled to purchase foreign 
paper on a large scale. 'The outcome may thus present a 
curious situation. The central note agency of the United 
States will be investing its funds abroad and using its credit 
resources for the benefit of foreign countries. It may mean 
that, under certain circumstances, its credit will be offered 
on more favorable terms to foreign than to American bor- 
rowers. ‘The Association is likely to add American funds 
to the discount resources of European money markets, leav- 
ing the American borrower to seek accommodation there as 
in the past. Bankers not permitted to deal with the Associ- 
ation directly would be, as previously, the intermediaries for 
the sale of American commercial paper in the international 
money market. Instead of securing the needed credit from 
the central institution established for the purpose, American 
borrowers would have to continue to pay a premium to for- 
eign countries for discounting their bills of exchange. 

An illustration may serve to make this clearer. Let us 
assume that the Association, having funds to inyest, pur- 
chased bills in Paris. Through an agency established there, 
or through a correspondent, it would buy first-class paper 
at the private rate of discount, that is, at a very low rate. 
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While the Association was thus lending abroad, an Amer- 
ican bank not belonging to it might try to secure funds for 
its clients by rediscounting their notes. With money dearer 
in New York than at Paris, it would draw on that city, 
paying the Paris bank a commission for the draft in ad- 
dition to the rate of discount there prevailing. In turn, 
the bank would be obliged to charge the ultimate borrower, 
the merchant or manufacturer, with the expense of getting 
funds from abroad, exacting in addition some compensation 
for its own services. ‘Thus, because the non-member bank 
can not get accommodation from the Association, the Amer- 
ican business man may be forced to seek funds abroad, and 
pay a high price for perhaps the very money placed at a 
much lower rate of interest by the Association. The Amer- 
ican borrower may even in that case secure his money more 
cheaply in Paris than in New York, but meanwhile the 
Association is giving funds to Europe at a still lower rate 
to the detriment of home interests. The difference between 
the rate of interest earned by the Association in Paris, and 
the expense incurred by the American borrower in the same 
city is a net loss to the United States. If, however, the 
New York bank could rediscount the notes of his cus- 
tomer with the Association, there would be a saving, at least 
to the extent of the commission now paid to the foreign. 
bank. Furthermore, if business men were allowed to deal 
directly with the Association, they might save also the com- 
mission now paid to the American banker. 

A large volume of foreign bills of exchange is, of course, 
a highly desirable asset for the Association. But the pri- 
mary purpose of the N. R. A. is to meet the needs of this 
country. Its holdings of foreign paper ought not exceed 
_ the amount which the bank needs for the uses of the domestic 
money market. ‘The function of the Association is to help 
the business of the country, and its foreign transactions must 


136 ALDRICH PLAN—MODERN BANKING 


be only a means to this end. It would bea strange paradox if 
on account of the restrictions imposed on its business at 
home, the Association would find itself obliged to lend its 
funds abroad. 

There is, moreover, a limit to the foreign bills of ex- 
change which the Association could buy. ‘This is set by the 
rate of exchange. When the balance is against America, 
foreign commercial paper could be purchased only by pay- 
ing for it in gold. To export gold for such a purpose 
would, however, be out of harmony with the policy of safe- 
guarding the gold reserve of the country. Confronted with 
an adverse balance of exchange, the Association would, on 
the contrary, be obliged to part with its holdings of foreign 
paper, although it would thereby curtail the opportunities 
for employing its funds. 

In the last analysis the successful management of the 
gold reserve is essentially bound up with a farseeing dis- 
count policy. With the limitations imposed on the Associa- 
tion, it does not seem fitted to cope with the task. From 
the standpoint of an ideal banking system, this defect con- 
stitutes a very grave objection to the proposed plan of 
reorganization. | 


Among the improvements introduced in the banking 
organization by the Aldrich plan is a system of domestic 
exchange, or the transfer of funds for depositors on the 
books of the Association to the credit of other depositors. 
It is contemplated that the Association, its branches, and 
also the local associations should engage in this transfer of 
funds, which is to be conducted on the clearing-house prin- 
ciple. ‘The scheme suffers from two drawbacks. In the 
first place, the scope of the domestic exchange system is, 
in itself, very much restricted by the general provision limit- 
ing the Association to business with members only. In the 
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second place, the service is not to be rendered free of charge, 
a circumstance which will militate against the wide use of the 
Association’s facilities for the transfer of funds. It is hard 
to see why the Monetary Commission should not have 
followed more closely the German system, which is a model 
in this respect. There this service is rendered free. The ex- 
pense is more than offset by the profit derived from the use 
of the funds to be transferred. Thus in addition to the 
minimum deposits which the German Reichsbank requires for 
a “giro” account it has on hand an average of 120,000,000 
marks, representing what may be called money in transit, 
1. e., funds over which it has control from the time the order 
for transfer is given by the customer until the time that 
they are credited to the payee. The period elapsing is usu- 
ally one to two days in Germany. Here, with greater dis- 
tances, the period would be longer, and larger sums would 
therefore be on hand until such transfer is completed.* 


III. The National Banks wnder the New Conditions 


The proposed legislation would affect the national banks, 
—the present banks of issue—in two ways. It imposes re- 
strictions upon them to the extent that it limits their right to 
issue bank notes. On the other hand, it confers additional 
privileges. 


The privilege of the national banks to issue notes is 
gradually to be given up by them and transferred to a 
central agency. The bill provides that no bank can increase 
its present circulation, and that whenever any part of its 
present circulation is retired, it loses the right to reissue 
such notes. Account is taken of the existing situation and 
the banks are given an opportunity to dispose of the two per 


*Where transfer by telegram is required the expense could be, of course, 
charged to the customer, as also a small fee. 
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cent bonds by which their notes are now secured, and which 
on that account have a higher value than the rate of interest 
justifies. 

The Association is obligated to take over these two per 
cent bonds at par, if offered during the first year after its 
organization. The terms should prove an inducement to the 
banks to abandon their circulation privilege, for there is 
little prospect that they would ever again have as good an 
opportunity to dispose of their two per cent bonds at such 
a high price. The period for the banks to accept this offer 
has been made brief to secure prompt action. The provi- 
sions of the bill for the retirement of the two per cent bonds 
are calculated to pave the way for centralization in the issue 
of the notes, and the establishment of the circulation on a 
better basis than government debts. 

Whether or not the inducements thus held out to the 
national banks are sufficient to bring about the surrender of 
their note privilege is open to question. They may now re- 
tire their circulation, and sell their bonds, when the note issue 
is unprofitable, resuming it again when their notes can be 
issued to advantage. If the proposed bill is enacted, banks 
for whom the circulation is only intermittently profitable, 
will retire their circulation, surrendering their bonds to the 
Association, rather than face the possibility of being forced 
to sell them later on, considerably below the price now 
offered. Banks anticipating no difficulty in keeping their 
notes in circulation will have less inducement to sell their 
bonds to the Association. In view of the importance of 
centralization in the issue of circulating notes, and the ur- 
gent necessity of substituting for the bonds now used as 
the basis of the circulation, a security that will better meet 
the needs of a satisfactory currency system, it would seem 
advisable to resort to more effective means, in order to bring 
about the early retirement of bond-secured bank notes. 
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While the privilege of issuing notes is thus restricted, 
the rights and powers of the national banks are extended 
in several directions. ‘They are permitted to treat deposits 
with the Association as part of their legal reserves. Their 
field of operation is enlarged. They are allowed to make ac- 


__ ceptances. Under certain limitations, they may lend on real 


estate mortgages. They are authorized to participate in the 
founding of American banks abroad, and to hold shares of 
them. They are further favored in another way. While 
membership in the Association is not exclusive, and state 
banks and trust companies share with national banks in this 
privilege, the standards set up for membership are mainly 
those that now apply to national banks. 

These concessions are evidently intended, at least in 
part, to compensate the national banks for the surrender of 
their circulation privilege. ‘The permission granted to make 
acceptances and to lend on real estate mortgages helps to 
place the national banks in a better position. It enables them 
to compete on more equal terms with the state banks and trust 
companies, institutions which have hitherto enjoyed greater 
freedom from legal restraint and which have in consequence 
grown very much more rapidly. State institutions are to 
be admitted to membership in the Association only on com- 
plying with certain requirements in regard to capital and 
reserves to which national banks are now subject. The ad- 
mission of state banks and trust companies is thus restricted, 
and such institutions as qualify and enter wiil find them- 
selves obliged to submit to the same conditions as the national 
banks. All will be substantially on an equal footing. 

Under the plan, as now developed, participation in the 
Association will confer an important and valuable privilege, 
for the benefits of the Association are to be open directly 
only to members. Outside banks will be able to use its facil- 
ities only through the mediation of members of the Asso- 
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ciation. Only the latter can have their notes discounted 
by the Association, and the profits from its business accrue 
to them alone. 

In permitting national banks to invest a certain percen- 
tage of their time deposits in mortgages, the privilege is 
restricted to institutions that are not reserve agents. This 
feature was doubtless incorporated in the plan with a view 
to granting to national banks rights now enjoyed by state in- 
stitutions. Whatever the arguments may be in favor of ex- 
tending the market for real estate mortgages, this privilege 
is not compatible with the fundamental character of a com- 
mercial bank. 


To a large extent the rights and privileges granted to 
the national banks have their justification in deeper motives. 
They are essential parts of the plan of reform. The new 
powers are bestowed because they make possible the con- 
centration of the cash reserves of the country, and the crea- 
tion of a general as well as an open money market. They 
thus serve the ends of the Association and are prerequisites 
for improvements in our credit and monetary system. 

Permission for banks to count deposits with the Asso- 
ciation as part of their legal reserves will supply that institu- 
tion with an abundance of ready cash. It will become the 
central reserve agent, holding the reserves of the nation. 
Banks will have a motive for keeping deposits at all times 
with the Association. They will find this a great conven- 
ience in making settlements with each other. In Europe a 
similar situation has developed of itself, without any effort 
to bring it about through legislation. There the banks 
carry very little cash in their own vaults. ‘They deposit the 
greater part of their reserves with the central institution, 
because they can obtain currency from the central bank, as 
they need it. 
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Banks belonging to the Association will, moreover, have 
special reasons for keeping their reserves on deposit with 
that institution. The right to have bills discounted is open 
only to constituent banks carrying deposits. Another 
factor leading towards the same result is that the Associa- 
tion, with its domestic exchange organization, can transfer 
funds from one customer to another. This system will do 
much to facilitate transactions between banks and make the 
Association a national clearing house, provided the service 
is rendered free. 

With large cash resources, flowing in upon the Associ- 
ation from its connection with the government and with 
the banks, it ought to be in a position to provide the country 
with an elastic currency, and to give proper support to the 
banks and to the credit system as a whole. The presence 
of so powerful a support for our banking organization 
should strengthen public confidence in the safety of our 
financial institutions, and serve to check panics. In the 
event of trouble in a given locality, the central agency will 
be called upon to extend help to the endangered banks, and 
to prevent the spread of distrust, by stifling the panic at its 
very inception. 

Besides the concentration of the cash reserve, there is 
another motive which prompted the extension of the rights 
of the national banks. It is the desire to organize an Amer- 
ican money market for short-time loans and discounts. The 
full development of such a market has hitherto been ham- 
pered, because we have no extensive transactions in commer- 
cial bills. To the authors of the plan fell the task of so 
modifying conditions as to favor the fuller development 
of a money market. 

In devising the Association one prerequisite for a money 
market is furnished. The Association makes possible the 
conversion of commercial bills into currency. The other 
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requirement for a market in commercial paper is a large 
volume of high grade bills, sufficiently vouched for to make 
them acceptable investments and easily negotiable. We 
have suitable material even now in the shape of promissory 
notes and drafts of business men which can be evolved into 
bills answering the needs of a discount market. In its pres- 
ent form, however, this paper has a limited value outside of 
the locality where the firm or company issuing it and its 
business standing is known. What has been wanting al- 
most entirely is the so-called prime discount, paper bearing 
such names as make it universally acceptable. Such first- 
class bills are negotiable anywhere, and can usually be dis- 
counted at the “private” rate, that is, below the general rate 
for discounts. Where there are considerable transactions 
in commercial paper, these “private discounts” set the 
standard for the market. 

America has now little paper of this character, chiefly 
because the national banks are not permitted to accept or 
endorse bills, and because there is no central agency where 
bills can be rediscounted when ready cash is needed. Exx- 
tensive and regular transactions in bills are possible only 
in paper the value of which is established beyond question. 
Without such paper, no market of any consequence could be 
developed. The need of that type of commercial paper 
available for private discount has been particularly felt in 
connection with our foreign trade, and its absence has made 
us dependent in our export and import business on Euro- 
pean banks and bankers. 

In order to meet the need and to provide commercial 
paper of the character required, the plan allows national 
banks to make acceptances. Bills bearing the signature of 
national banks of high repute will at once become avail- 
able for purchase and sale in the open money market. 
They would meet the requirements of a prime bill, as they 
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carry with them the certainty of prompt payment at matur- 
ity, in the form of the guaranty of a reliable and well known 
bank. They could be used in settling obligations in inter- 
national trade. First-class paper of this kind would always 
be in demand in the money market, and therefore be negoti- 
able at any time before maturity and on especially favorable 
terms, that is, below the general rate of discount. - 

American acceptances of the type described would be 
more particularly fitted for their part in the national and in 
the international money market in connection with the activ- 
ities of the American banks which it is proposed to establish 
abroad. For that reason these institutions will be of great 
assistance in the development of our banking and commerce, 
and it is, therefore, very important that they should always 
be intimately related to the domestic banks. To assure per- 
manent control by American interests, national banks are 
allowed to participate in the founding of these banks abroad, 
-and to hold shares of them. It is also a condition of their 
charters that the majority of their shares must at all times be 
held by American citizens, who are also to constitute the 
majority of the boards of directors. 

The introduction of acceptances is undoubtedly a great 
step in advance towards standardizing bills of exchange, and 
creating a market for commercial paper. As Mr. War- 
burg* maintains, “Before there can be in America a money 
‘market of international significance, a system of bank ac- 
ceptances is necessary.” It is therefore most desirable that 
our banks should be permitted to accept commercial paper. 
On the other hand, in conferring the privilege of accepting 
bills on banks authorized to issue circulating notes, a distinct 
departure is made from the existing practice here and 


*Paul M. Warburg, of Kuhn, Loeb & Co. New York City, “Circulating 
Credits and Bank Acceptances.” Address delivered before the American Bank- 
ers’ Association at New Orleans, November 21, 1911. 
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abroad. ‘The objection is perhaps not so great under the 
present American system of notes secured by the deposit 
of government bonds, as it would be under the continental 
system of circulation based on commercial paper. Unde- 
niably, however, the exercise of this privilege is not com- 
patible with safe and conservative banking. As long as 
the national banks retain their circulation privilege, it is 
not proper to grant them the right to make acceptances. 
The safety of the note circulation is dependent on careful 
supervision and control of all the varied activities of the 
banks. This is the purpose of detailed regulations by law. 
The work of a bank in accepting commercial paper is a 
phase of its activity which can be least controlled and kept 
within safe limits by formal legal restrictions. In time of 
financial unrest and uncertainty, this phase of banking may 
lead to serious difficulties, for the bank is liable to be called 
upon to make good its guaranty if the author of an ac- 
ceptance fails to pay. In a crisis or a panic, the note bank 
would thus have to satisfy obligations arising from its ac- 
ceptances, just when it is hardest pressed to meet other ur- 
gent demands. 

These objections are met in part by the restrictions im- 
posed on the acceptance privilege. The total volume of 
the acceptances that any bank may make is limited to an 
amount not exceeding one-half of its capital and surplus. 
The attempt to safeguard the exercise of the right to make 
acceptances against misuse, and to minimize the dangers 
connected with it, is certainly justified, particularly so long 
as the national banks are permitted to continue the issue of 
circulating notes. The means, however, are unsuited for 
the purpose. By limiting the volume of acceptances to a 
specified amount, little is accomplished towards placing this 
branch of banking on a safe foundation. Much more im- 
portant than the total amount of acceptances which the 
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bank may have outstanding is the character of the bills ac- 
cepted, the standing of the firms or companies for whom 
they are made, and their ability to pay at maturity. 

A. mechanical limitation on the volume of acceptances 
may, on the other hand, prove at times a serious hindrance to 
a bank in the pursuit of a legitimate and desirable acceptance 
policy. The restriction is purely formal and has, therefore, 
the serious drawback of making the distinction according 
to the quantity rather than to the character of the paper 
offered for acceptance. Whenever the volume of a bank’s 
outstanding acceptances approaches the legal limit, it would 
have to refuse to accept notes for a client regardless of his 
needs or the character of the security offered by him. The 
effect of this restriction would probably be to throw a large 
part of the acceptance business into the hands of banks not 
affiliated with the Association. Commercial paper accepted 
by them would be discounted in the open market, or at banks 
belonging to the Association. 

Limitation on the amount of acceptances which a bank 
may make is superfluous in so far as it applies to institutions 
which do not issue notes. It would be better to abandon 
the restriction, because a rigid requirement will do no good, 
and may at times work harm. Banks which do not issue 
notes can be safely left to themselves in the management 
of their acceptance business, for they are not so greatly 
exposed to the dangers connected with acceptances as banks 
of issue. 

In considering the significance of the acceptance privi- 
lege a natural question is, What will be the effect on the 
banks? Will it tend to induce overexpansion of credit 
through the use of acceptances? This fear may be consid- 
ered as groundless. The existence of an adequate money 
market will of itself prove the best corrective. ach bank 
will find it to its interest to preserve a favorable market for 

10 
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its acceptances; it will see to it that they can be discounted 
at the “private” rate. In order that its paper should be re- 
garded as “prime discount,” the bank must not come too 
often into the market as borrower, and its acceptances, pur- 
chased by other banks, must not be offered too frequently 
for discount. In this way the open market affords an 
automatic check on credit inflation from that source. There- 
in is its great significance, and its value to the United States 
will early become manifest. The effect of introducing the 
system of acceptances and of building up a money market 
for discounts will not weaken the American credit organ- 
ization; on the contrary, it will establish it on a far firmer 
foundation. 


IV. Suggested Modifications for the Aldrich Plan 


The criticism of the provisions of the Aldrich plan from 
the point of view of their importance for banking serves to 
indicate the directions in which changes and improvements — 
are desirable. Detailed examination of the various features 
leads to the conclusion that, in fundamentals, the plan con- 
forms with the requirements evolved from the world’s bank- 
ing experience. Without a central institution of the type © 
planned, empowered to issue an elastic currency and en- 
trusted with the keeping of the cash reserves of the country, 
no real reform is possible. Without it, we can neither 
establish the credit system of the country on a safer foun- 
dation, nor build up a market for short-time loans and dis- 
counts, so necessary for the advancement of the manifold 
interests of the country. 

While the essentials of the Aldrich plan are sound, there 
are several defects in the legislation proposed. These 
defects are likely to hamper the Association in its business — 
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activity, to prevent the realization of some of its purposes, 
and to interfere with the complete success of the plan. 

There is ground for doubting that the provisions of the 
bill will suffice to bring about centralization in the note 
issue. We can not be certain that the inducements held out 
to the national banks to renounce their circulation privilege 
are adequate. To the extent that they fail of this purpose, 
the ultimate object of the reforms is not realized, namely, the 
abandonment of the present inelastic bond-secured currency. 
Moreover, the notes of the Association will not fulfill their 
purpose unless they become an essential part of the cur- 
rency system. It is thus doubtful whether we shall be able 
to carry out early what is declared to be the policy of the 
government, “to retire as rapidly as possible, consistent with 
public interest, bond-secured circulation and to substitute 
therefor notes of the National Reserve Association.” 

The privilege of accepting notes and drafts, and of in- 
vesting in real estate mortgages might well be used as an 
inducement to the national banks to abandon the right to 
issue notes which they now enjoy. ‘The surrender of their 
circulation, thus brought about, would mark a decided step 
in advance towards the policy of centralizing the note issue 
and abandoning bonds as a basis for circulating notes. Such 
measures would also meet the objections against granting 
these privileges to note banks, even though it is not probable 
that the national banks would be led away from conservative 
banking practice by the new privileges. The limitation on 
the volume of paper they may accept to a percentage of 
their capital and surplus, the restriction of the proportion 
of their funds which they may invest in real estate, are pro- 
visions making for safety. Of themselves, they do not, how- 
ever, constitute sufficient safeguards. This is particularly 
true of the acceptance business of the national banks. Here 
the factor determining the safety of the institution accept- 


148 ALDRICH PLAN—MODERN BANKING 


ing drafts, is the character of the paper itself, rather than 
the volume of outstanding acceptances. Should the nation- 
al banks voluntarily surrender their note circulation, the 
objection to this phase of the Aldrich plan would be done 
away with. 

The criticism urged against the plan because of its limi- 
tations on the business of the Association is even more 
vital. There is danger that the restrictions on the Asso- 
ciation will not only prevent it from exerting a restraining 
influence on the money market, but that they will also make 
it difficult for the Association to maintain its own position. 
Some critics of these features in the plan go so far as to 
assert that they incapacitate the Association, making it im- 
possible for the institution to fulfil its purpose of safeguard- 
ing the credit system. 

The teachings of banking experience in all countries 
show that the money market can not be entirely left to 
itself. There is need of a guiding and, at times, a restrain- 
ing force over its movements. Else the danger. is that 
credit expansion and speculation will go so far that in the 
end the help of the central bank will not avail. If the 
Association is to be subject to the restriction and limitations 
with which the plan would encompass its movements, we 
may well ask ourselves whether it will be able to exert the 
potent influence which it ought to have in the money market. 

In confining its domestic activities to business with its 
constituent banks, it would seem that the Association might 
be precluded from finding adequate employment for its 
resources, and that it may not be able to obtain any consid- 
erable volume of domestic bills for discount. In that event it 
would be out of touch with movements in the business world, 
and would not have sufficient power to enforce its discount 
policy in the money market. Furthermore, the obligation 
to maintain one uniform rate of discount for the country as 
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a whole may have the effect of excluding practically all of 
the best commercial paper or prime discounts from its port- 
folio, as these are most likely to be able to obtain better 
terms from other sources. Finally the limitation placed on 
the possible clients of the Association will in all probability 
force that institution to discount foreign bills of exchange 
on a large scale, with the result that its resources will be 
used in the interest of other countries. 

We are thus confronted with a strange and contradictory 
situation. The Association itself would be most carefully 
safeguarded from a possible overexpansion of its credit, a 
danger that scarcely exists where the management is at all 
conscientious. On the other hand, it is deprived of the 
means of checking in time a movement towards overextend- 
ing credit in the money market, a danger which is real where 
the money market is left free of control. 

Special circumstances, not connected with the monetary 
and banking needs of the country, have doubtless dictated 
certain of the provisions as they now stand in the bill. From 
the point of view of the requirements of monetary and credit 
reform, and for the reasons here given, it would appear 
most desirable that the activities of the Association should be 
extended to meet these criticisms. The directions in which 
changes are needed are again indicated below: 


1. In order that centralization in the issue of 
circulating notes may be ensured, the national banks 
should be required to exercise their present right, 
subject to all existing restriction, or to surrender 
their circulation in exchange for the privileges con- 
ferred by the proposed act, viz., membership in the 
Association, the right to accept commercial paper, to 
invest in mortgages, and to hold shares of banks es- 
tablished abroad. 


2. ‘To make possible an effective discount policy 
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on the part of the Association, the following rights 
should be conferred upon it: 


a. To do business not only with members, 
but also with individuals and establishments car- 
rying certain minimum deposits; at least it 
should be permitted. to deal with all banks and 
bankers. 


b. To discount notes and bills for non-mem- 
bers; the rate of discount should, however, be 
higher than for banks belonging to the Associa- 
tion. 


ce. To purchase prime bills at less than the 
official rate, whenever the latter falls below a 
Y certain level. In such cases—as in the discount 
of ordinary bills—the Association should be 
permitted to favor the constituent banks by dis- 
counting prime bills for them at a lower rate than 
for non-members. The preferential rate, that 
is, the rate open only to members, should, how- 
ever, always be published alongside of the gen- 

eral or official rate.* 


From the standpoint of modern banking there can be 
no objection to the amendment of the Aldrich plan along 
these lines. The members of the Association would still 
enjoy a privileged position in that they alone would be en- 
titled to lower rates of discount. The vested interests of 
the national banks are respected. In exchange for the cir- 


*Another way of increasing the influence of the Association in the open 
market would be to authorize it expressly to rediscount bills there. It would thus 
be in a position to appear in the market as a borrower, and prevent the rate of 
interest from falling too low, thereby obviating a large discrepancy between the 
market and bank rate, and keeping in touch with developments. It is not 
clear whether the Association has the right to sell its holdings of paper under 
the present plan. Moreover, there is good ground for not deciding in advance 
whether a new institution, like the Association, should or should not have this 
power. It is better to wait for developments, and to allow the experience of 
the institution to guide. 
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culation privilege they would be given new and valuable 
rights. ‘Their independence and freedom of action would 
moreover not be materially impaired by the extension of the 
powers of the Association as here advocated. Even with 
these amplifications the plan of reform would not lay vio- 
lent hands on the cherished ideal of decentralized banking 
as it now exists in the United States, 


B. The Opposition to The 
Aldrich Plan 


The objections to the National Reserve Association thus 
far raised have been based largely on political grounds. The 
plan has been made the object of partisan attacks, and it 
is clear that much will have to be done to enlighten public 
opinion before legislation can be had. Opposition has been 
expressed to any institution whereby the economic welfare 
of the country is placed in the hands of a small group of 
men, and statements have been made that the proposed cen- 
tral agency will add to the influence of Wall Street. 

It may be thought that arguments like these have their 
origin exclusively in political partisanship. However, the 
same attitude is taken by men of affairs, who base their 
opposition on similar inferences. ‘Three reasons are appar- 
ent on which this group founds its objection to the plan: 
(1) Aversion to federal interference with banking; (2) 
Distrust in the management of a central institution; (3) 
Antipathy to departure from the present system. 

(1) Some adversaries declare themselves to be inflex- 
ibly opposed to any federal legislation further regulating 
the monetary and credit system. They criticize the pro- 
vision of the Aldrich plan which leaves to the President 
of the United States the selection of the governor of the 
Association, evidently overlooking the great limitations on 
his choice. There are also opponents to the presence of 
members of the Cabinet and of the Comptroller of the Cur- 
rency in the directorate of the Association. It is argued 
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that, no matter how broad-minded these men may be, they 
are bound to employ their positions for political ends. That 
these government officials could hardly resist the pressure 
exerted by their party to use the great influence which would 
come from the control of such an institution, and conse- 
quently the alliance of banking with the government would 
prove disastrous to both. This argument is certainly in- 
consistent. With only four federal representatives in a 
board of forty-seven directors, it is not conceivable that they 
can secure any substantial control of the management. 

(2) Like the politicians, some business men feel that 
it would be almost impossible to secure an independent and 
incorruptible management for the central institution, and 
that the Association would fall under the control of some 
few men representing the sinister influences of Wall Street. 
There is little foundation for such fears. In the first place, 
the board of directors is large, in fact it has been argued 
by Mr. Morawetz* that it is too large to carry a uniform 
and systematic policy into effect. In the second place, in 
addition to the government officials included in the board, 
the plan provides for representation of all interests. Con- 
trol or domination by special interests is therefore highly im- 
probable. Moreover, it may well be said that one of the 
strongest arguments for the reforms advocated is their effect 
in minimizing the influence of the stock exchange on the 
business activities of the country. 

In the course of this book it has been shown that the 
establishment of the Association will mean that much of the 
money now employed in connection with the stock exchange 
will be made available for business uses in all sections of 
the country. The vast amount of surplus funds that is now 
sent to Wall Street, when money is not in great demand 


in the interior, enables the stock exchange to carry on its 
*Cited p. 132. 
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speculative activities regardless of the conditions in the gen- 
eral money market. The result is that when the money is 
needed for agricultural and industrial purposes, the country’s 
available funds are tied up in securities, and can be released 
only through forced liquidation, often at the risk of bring- 
ing on a crisis. 

The withdrawal of such surplus funds of the country 
from the call loan market will have a far-reaching effect 
upon the operations of the stock exchange and particularly 
upon undesirable stock booms. Wall Street will have to 
look elsewhere for funds to finance stock movements. It, 
will no longer find all the money in this country, and will 
have to obtain part of it abroad. It will be able to secure 
money only when conditions in the domestic or international 
money markets are favorable. ‘Thus, movements on the 
stock exchange will have to adjust themselves to the supply 
of funds properly fit for such uses, and this adjustment will 
be reached with little disturbance to business in general. 

(3) Finally, the modern bank note secured partly by 
gold and partly by short-time bills, is considered as inferior 
to the medium of circulation now in existence in the United 
States. Adherents of this idea refer to the example of the 
Bank of England. ‘They state that its notes are not essen- 
tially different from the circulation of the United States, both — 
being based on the best possible security—the debt of the 
nation. In their opinion the English system has thoroughly 
vindicated itself, and they see no reason for changing the 
correlative American method. Still, they admit the inelas- 
ticity of the bank note circulation as a defect. They sug- 
gest to correct this disadvantage by automatically expand- 
ing and contracting the volume of circulating notes; but 
they fail to show any means by which that could be achieved 
without departing from the present system. Moreover, 
they evidently forget that the plan has in view larger re- 
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forms than the automatic regulation of the bank note cur- 
rency. It aims to meet the credit needs of legitimate busi- 
ness in time, and not merely to provide relief in emergency. 
Through a constructive discount policy, it seeks to prevent 
overexpansion of credit and resulting crises. No institution 
can pretend to meet the needs of modern banking and credit, 
if it becomes operative only after the crisis has come, and 
after irreparable losses have been inflicted on the community. 
It is highly improbable that measures taken so late will 
achieve their purpose. Any projected reforms for the mon- 
etary and credit system which are limited merely to the im- | 
provement of the note system, are bound to prove inadequate. 

The assertion can hardly be taken seriously that the 
American medium of circulation is superior to the modern 
bank note used on the European continent. The United 
States has outstanding a very large amount of paper money 
($346,700,000 in greenbacks) which is secured only in part 
by coin and bullion, and her bank note currency rests on 
practically no metallic security. In view of these circum- 
stances we can not pretend to have a good currency system, 
and certainly not the best one. Both the paper money and 
the bank notes originated in emergencies of the Civil War, 
a situation not favorable to the creation of a satisfactory 
medium. ‘The weakness of this monetary and credit sys- 
tem, both from the point of view of theory and practice, 
is almost universally recognized. ‘To deny it shows a lack 
of clear understanding of the fundamental concepts of 
money and credit. 

The reference to the English currency system is not at 
all justified. The Bank Act of 1844, now in force, has in 
no way stood the test. On the contrary, it has been neces- 
sary to suspend the law a number of times. This was done 
in 1847, 1857, and 1866. More recently, in the crises of 
1890 and 1907, grave difficulties have been avoided only be- 
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cause the Bank of France came to the rescue of the English 
note institution. Is it probable that the French central 
bank would have been able to do so, with a note privilege 
similar to that of the Bank of England? Reform of the 
antiquated English note system is not so urgent, for London 
has an especially favored position in international finance 
as intermediary for the money and trade transactions of the 
world. Consequently all European central banks are in- 
terested in the solvency of England’s money market and her 
note institution. The latter is therefore enabled to rely on 
foreign help whenever its currency fails. Further, the cen- 
tral bank is so essential a part of the English system that 
reference to that system by those who oppose a central in- 
stitution in his country is untenable. 


Practicaliy all criticisms worthy of detailed discussion, 
that have been urged against the proposed legislation, are 
embodied in the pamphlets published by Mr. Morawetz* and 
Mr. Wood.+ Their examinations of the Aldrich plan are 
thorough and their presentations of the case merit careful 
consideration. Therefore, we deem it advisable to give a 
summary of their objections, and to discuss their arguments 
and suggestions in detail. 

Mr. Morawetz and Mr. Wood oppose a central institu- 
tion, first, because they do not believe that its economic 
effects will be good, and second, because they agree that 
it would be impossible to secure the right kind of men for 
the executive positions. 

They argue that no matter where the central office of 
the institution is located, its real seat will be in New York, 
with the result that New York will be the financial center 


*The Banking and Currency Problem and its Solution. Cited p. 132. 
tAs to Suggested Plan for Monetary Legislation with Detailed Account of 
Bank of France. Cited p. 128. 
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of the country to an even greater extent than at present. 
The power of Wall Street will be strengthened. With the 
further concentration of the business of the nation in one 
place, Mr. Wood fears that foreign financial interests will 
find it easier to achieve their purpose and make America 
financially dependent, and like the rest of the world, “‘tri- 
butary to the North Sea and the Baltic.” 

They argue, furthermore, unless a central institution 
is managed with extreme caution and deep insight, it may 
become the breeding-place of very dangerous financial ex- 
cesses. If such an institution should suspend payment, the 
result would be a financial and business panic throughout 
the country, vastly greater than any we have yet experienced. 

The provisions of the Aldrich plan, they contend, do not 
solve the problem of securing as officers men fit for the 
position, who are above political influence and personal am- 
bition, and it is highly improbable that such men can be 
found. 'The heterogeneous composition of the board of 
directors of the Association is such that it will be impossible 
for the members to work together harmoniously. ‘The ad- 
ministration will be subject to political pressure, and it will 
therefore fail to win public confidence. Moreover, central- 
ized control of banking is, in their opinion, thoroughly im- 
practical for a country like the United States, for its vast 
extent renders it impossible for the officers of such an in- 
stitution to familiarize themselves with the varying needs 
and conditions of the different sections of the country. 

Mr. Morawetz and Mr. Wood both agree that there is 
no analogy between American and European conditions; 
they say, the territory in which this bank is to operate is as 
extensive as the aggregate area served by all the great Kuro- 
pean note banks. These institutions have been a success, 
because they were in harmony with national characteristics 
and existing bank practices; they are there deeply imbedded 
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in the national habits. Moreover, in Kurope monetary and 
banking problems are free from politics. In America, how- 
ever, the idea of a central bank is foreign to the country’s 
thought and repugnant to prevailing business usages. 
With existing political methods it would be impossible to 
secure for it a business administration free from political 
influence. Legislation might indeed create a central finan- 
cial institution, but it could neither work a revolution in 
present business methods nor create public confidence, and 
without these the Aldrich plan would be a hazardous under- 
taking. | 

Mr. Morawetz and Mr. Wood say further that it is un- 
necessary to take so dangerous a step. Simpler remedies are 
available in the existing currency associations, which can be 
used to expand the note circulation in times of panic. These 
associations are moreover in a better position to know the 
needs of their particular sections, and to act promptly in an 
emergency. ‘They are free from political influence, and, 
under the guidance of an intelligent and capable Comptroller 
of the Currency, they could meet the need and work to great 
advantage. This is Mr. Wood’s argument and Mr. Mora- 
wetz agrees with him in the main. The latter champions 
the establishment of district banks in the different industrial 
sections of the country. If, in spite of all, a central institu- 
tion should be deemed necessary, he thinks it better that 
it should be preceded by the founding of district banks. 
These might later unite to establish a central bank and con- 
tinue to exist as its branches. The duties of such an institu- 
tion would be merely supervisory, great latitude being al- 
lowed to the officers and directors of the district banks. 


Much of the criticism urged by these opponents of 
the Aldrich plan rests on political arguments. The other 
objections offered by them are, however, no less import- 
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ant. Some are just, others are not at all to the point. 
They make much of the argument that the chief busi- 
ness of a central institution would be done in New 
York. It does not, however, follow that this involves any 
grave menace. A central institution must necessarily carry 
on its operations chiefly in the largest money market of the 
country, just as the Reichsbank does in Berlin, or the Bank 
of France in Paris. This does not mean that these banks op- 
erate for these centers alone or even primarily for them; their 
activities redound to the benefit of the country as a whole. 
The concentration of the business of the Association in New 
York by no means involves a predominating influence on 
the part of Wall Street. The precautions embodied in the 
bill put this entirely out of the question. The activity of the 
Association in New York would have the contrary effect. 
It would keep in bounds the now dominating influence 
which Wall Street exercises in the country’s finances. The 
membership of the Board of the Association is so con- 
stituted as to insure proper solicitude for the interests of all 
sections. 

Greater concentration of these transactions in New 
York would not make it easier for European financial in- 
terests to secure control of the American situation. The 
whole idea of attempted European domination is chimer- 
ical, but if Kuropean bankers seriously entertained such a 
purpose or had the means of subjugating America financial- 
ly, it is hard to see on what grounds Mr. Wood bases his be- 
lief that a decentralized banking system affords protection 
against European designs. The very opposite would be 
more probable. Small independent banks with limited 
means, lacking in codperation, would evidently be easier 
prey for European capitalists. On the other hand, an asso- 
ciation of the type contemplated would give the individual 
banks greater strength and power of resistance to foreign 
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aggression, and would serve to maintain the independence 
of American commerce and industry, if such independence 
were assailed. 


Among other objections to a central institution, Mr. 
Morawetz brings up as fundamental the contention that it 
is a dangerous means of bringing about an inflation in the 
note circulation. This is an argument used many years ago 
in Europe by the opposition to a centralized system of issu- 
ing banknotes. Experience has shown the argument to be 
untenable. There is, of course, a possibility that the man- 
agement of a central bank might encourage overspeculation. 
Where, however, reasonable precautions have been taken, 
such a dangerous procedure is highly unlikely. In the plan 
of the Association, the utmost caution has been used in de- 
vising safeguards. Whatever be the attitude toward the 
Association, whether we believe that in its proposed form it 
ean achieve the ends for which it is to be established or not, 
one thing is certain: in devising the plan, ample precaution 
has been taken to prevent the institution from pursuing any 
but most conservative banking practices. This is made com- 
pulsory by enforcing upon the institution a very cautious 
discount policy. It is further insured by the safeguards 
with which its loan activities have been surrounded, at least 
under normal business conditions. If there is any ground 
for believing that overspeculation will be stimulated by 
the Association, it rests on the psychological factor noted 
above, namely, that the existence of an institution on which 
the banking system can fall back might lead some bankers 
or individuals to overestimate the extent to which its credit 
may be drawn upon. ‘There is, on the contrary, far more 
likehhood of an overexpansion of credit under a decentral- 
ized system, where the banks have less sense of responsibility, 
and the stress of competition compels a bank to expand its 
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loans and go further than it would of its own accord. The 
history of banking bears ample evidence to this tendency. 

European experience with central banks is highly illumi- 
nating in this regard, even after allowance has been made 
for the difference in local and foreign conditions. In their 
early history they, too, made mistakes, particularly the Bank 
of England during the first half of the last century. These 
institutions, however, profited by their errors, and on the 
basis of experience, they all adopted policies more or less 
similar to those outlined in the first chapter. From that 
time on, largely in consequence of the activity of the central 
_ banks, overspeculation in Europe has not assumed the same 
proportion as before. The great central banks have suc- 
ceeded in moderating the violence of the recurring crises that 
accompany the fluctuations of industrial activity, and in 
minimizing their evil effects. There is no doubt that a 
central banking institution in the United States, built up on 
the experience of central banks, and pursuing their policies 
with such modifications as American conditions demand, 
would be in a position to bestow similar benefits on this 
country. 


Mr. Morawetz and Mr. Wood certainly go too far in 
their contention that no analogies can be drawn from Euro- 
pean experience. The mere difference in territorial extent 
is not a sufficient reason for dismissing entirely any compar- 
ison between a central institution here and the European 


-note banks. Differences in area are certainly significant, 


but comparisons can be made far more profitably on the 

basis of economic activity, for it is the business of the 

country and not the extent of its territory that is the deter- 

mining factor for banking. Statistical comparisons should 

be based, therefore, on population and on the volume of 

transaction rather than on square miles of area. Such an 
1 


162 ALDRICH PLAN—MODERN BANKING 


examination shows that conditions do not differ as much as 
one might imagine. While the United States is indeed 
eighteen times the size of Germany, its population is only 
one and a half times as great; Germany has 65,000,000 in- 
habitants against America’s 95,000,000. The population in 
Germany, gainfully employed, forms a larger percentage 
of the total (45.5% in 1907) than in the United States 
(38.4% in 1900.)* The foreign commerce of the United 
States is actually smaller than that of Germany.j By 
this is not meant that the commerce of this country, 
taken as a whole, is less than that of Germany, but it does 
indicate that conditions are not so totally incomparable. 
Moreover, large differences in industrial conditions for dif- 
ferent sections are not peculiar to the United States. They 
have everywhere accompanied the transition period from an 
agricultural to an industrial stage, and they have not proved 
insurmountable obstacles to the success of central banks. 
Even today the Reichsbank is confronted by a similar 
situation. 

Underlying business conditions in Germany and the 
United States are very similar,—both are primarily produc- 
ing nations; both progressive; both seeking larger fields for 
their activities. The chief differences are easily apparent. 
In Germany agriculture is relatively of minor importance, 
and industrial activity is greatly diversified. Here, agri- 


*Domestic servants and soldiers are included in this classification in the 
United States, but are omitted in Germany. Hence the difference is greater 
than appears from the figures. 

tThe respective figures for 1911 are: 


United States Germany 
Imports siala orelalous svailetatatetete wie $1 ,027,200,000 $2,330,300,000 


MOR DOPES cas ce la'e vy o'4 5 / ot ave sper 2,049,300,000 1,952,200,000 


PROTAL ute wie salto sian $3,576,500,000 $4, 282,500,000 
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culture dominates the economic life, and industry is more 
uniform. There is not the same variety in the products 
of American factories; American industry is character- 
ized by large-scale production and standardized commod- 
ities. This results in greater simplicity and creates a situa- 
tion that is less complex and more readily grasped. In 
view of the actual complexity of the German situation, it 
is hard to understand. how Mr. Morawetz and Mr. Wood 
arrive at the conclusion that European economic conditions 
are more favorable to the successful operation of central 
banks. 

Mr. Morawetz and Mr. Wood are, moreover, mistaken, 
when they assume that national characteristics have favored 
centralized banking in European countries and allowed the 
establishment of central institutions to proceed with less op- 
position. Political questions have complicated banking prob- 
lems there as well as in this country. It is scarcely necessary 
to recall the opposition of the goldsmiths—the bankers of 
the time—to the establishment of the Bank of England. 
Antagonism persisted long after the bank was founded. In 
Germany the idea of a central bank was vigorously fought, 
and the opposition, political and economic, was not over- 


come until the seventies. To this very day party politics 


is largely concerned with monetary and banking questions, 
and parliamentary debates are still filled with the problems 
of the central bank, commercial banking, the coinage, and 
the monetary standard. The reader may readily convince 
himself on this point by referring to Mr. Warburg’s* treatise 


_ published by the Monetary Commission. 


The arguments which Mr. Morawetz and Mr. Wood di- 
rect against the Association apply with at least equal force 


*Paul M. Warburg: “The Discount System in Europe.” National Monetary 
Commission, Document No. 402, 1910. 
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to their own positive or constructive propositions. ‘They 
are eager to maintain a decentralized system of banking, 
but both seem to agree that a pure decentralization in the 
old form is now out of the question. Accordingly, they 
seek in different ways to find an agency through which 
some cooperation may be had among the individual banks. 
Mr. Wood looks to the Comptroller of the Currency, and 
Mr. Morawetz proposes a central institution based on dis- 
trict banks. Both make a concession to the idea of central 
banking, but the plan of neither is adequate to meet the 
situation. The fatal objection to decentralization is that it 
renders a consistent policy impossible. Mr. Morawetz pro- 
poses a central agency to exercise supervisory powers, thus 
influencing the policy of the individual banks. At best, how- 
ever, the activities of such an agency would first come into 
play when it is too late, after the crisis has already reached 
an acute stage. Neither could the currency associations, 
advocated by Mr. Wood, render such valuable services as 
a central institution. With such agencies, there can be no 
thought of pursuing a discount policy intended to prevent 
the overexpansion of credit; their work may perhaps be 
remedial: it can not be preventive. In this respect they can 
achieve even less than the Association under the Aldrich 
plan. 

The system proposed by Mr. Wood is notably defective, 
in that it leaves the small banks in a crisis entirely dependent 
on the good will of the larger institutions, and puts them at 
the mercy of their competitors. Such banks would certainly 
fare better with a central institution, obligated in any event 
to take a more disinterested attitude. 

There is something inconsistent in their objections to 
the Association, and in their arguments for district banks 
or currency associations. 'They do not believe it possible 
to find the type of men needed for the management of the 
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National Association, but they do not solve this difficulty 
in the institutions proposed by them—institutions which 
would, in the end, perform the functions assigned to the 
Association in the Aldrich plan. Mr. Wood’s currency 
associations, and Mr. Morawetz’s district banks are practi- 
eally no different from the contemplated branches of the 
National Association. If it is impossible to secure suitable 
managers for these branches, will not the same difficulty 
confront the currency associations or the district banks? 
Are not the officers of these institutions as likely to be 
affected by personal interests and political and sectional 
bias? If these difficulties are not unsurmountable, why pre- 
fer these institutions to the more effective agencies proposed 
under the Aldrich plan? 

As the most serious argument against the adoption of 
the Association plan, Mr. Morawetz urges the extreme dan- 
ger to the community involved in the mismanagement or 
failure of a central institution. The implication is that 
should a district bank be mismanaged, the results would not 
be so baneful. Normal conditions would continue elsewhere 
and other district banks could be called upon to assist in 
the emergency. With a central bank, the entire country 
would be imperiled. This view seems repugnant. ‘There 
is more likelihood that, with each district bank pursuing its 
own policy, a period of business expansion would find many, 
if not all of the district institutions with overextended credit. 
Under such a system there is grave danger that the most 
dreaded evils of decentralization will be realized. In a crisis, 
not one, but many district banks may be involved, and the 
collapse of any one would carry the others down with it. 
The outcome would be no less disastrous than suspension of 
payment by a central bank. 

If we take the other alternative and deny a large meas- 
ure of freedom to the separate banks, we lose elasticity in the 
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monetary and credit system and do not arrive at any im- 
provement over the existing situation. 

Under the Aldrich plan, on the other hand, it can not be 
doubted that we would have codrdination and codperation. 
The branches of the Association would be fully as conver- 
sant with the needs of their localities as the suggested dis- 
trict banks or currency associations. Through them the 
central institution can keep itself informed of the entire 
situation. With it would rest the final decision as also the 
formulation and enforcement of a consistent policy. 

The presence in its directorate of representatives of all 
interests will be no disadvantage. On the contrary, it will 
afford a common meeting-ground where the claims of con- 
flicting interests can be harmonized, and the way paved for 
the adoption of a conservative policy. If indeed the As- 
sociation were ever endangered through some mistake in 
policy, assistance would in all probability be promptly forth- 
coming from abroad, as all the great central banks feel the 
need of codperation. Under a decentralized system there 
is little hope of securing help from foreign sources. With 
a large number of independent banks, it is far more difficult 
to take such a step promptly and effectively than when there 
is a central bank. 

If currency associations or district banks are adopted, 
there is nothing to prove that they will be free from political 
pressure. The most exacting care, we are told, will not 
suffice to keep the men in the leading positions free from 
such influences. There is danger that political influences 
will creep in through the various local institutions and ex- 
tend to the projected central agency for district banks, or 
even to the Comptroller of the Currency, who is to be en- 
trusted with certain powers over the currency associations, 
and with the right to a final decision in matters pertaining 
to them. 


a. a Fe _ ~ 
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In the Aldrich plan, the composition of the directorate, 


both in the local and central institutions, is such as to 


insure the elimmation of political influence in a great 
measure. It is true that no precaution can suffice where the 
spirit is wanting, and where men will not give their dis- 
interested services to further the public welfare. The delib- 
erate abuse of office on the part of those in authority is not 
charged by any of the opponents of the proposed Asso- 
ciation. Mr. Morawetz and Mr. Wood assert emphatically 
that there are no grounds for doubting the integrity and the 
capacity of the leading American statesmen and bankers. 
Nevertheless, they believe that they would be incapable of 
faithfully performing the parts assigned to them under the 
Aldrich plan, as they would find themselves unable to 
resist the temptation of shaping the policy of the institu- 
tion so as to serve their own selfish purposes. If it be true 
that men of honor cannot remain free from unselfishness 
and partisanship in the administration of the affairs of such 
an institution, then the hope of a central note bank, devoted 
solely to the interest of the general public, might as well be 
abandoned. European experience, however, contradicts this 
pessimism. As Mr. Morawetz and Mr. Wood testify, it has 
always been possible there to find in abundance men worthy 
of office,—men who have acquitted themselves honorably and 
well. It would seem reasonable to suppose that what has 
been possible in European countries might also be realized 
in America, and that men patriotic enough to subordinate 
all interests to the advancement of the country’s welfare, 
wil be forthcoming. It may indeed prove harder to find 
these men here than in Europe, with its older traditions, 
where public office confers greater distinction. It is inered- 
ible, however, that the United States should find it impos- 
sible to establish a central banking institution for lack of 
men to administer its affairs unselfishly and wholly for the 
public good. 
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In the foregoing pages there have been presented the 
views and opinions of the opposition to the Aldrich plan 
both for political reasons and on the ground of banking 
needs. However, among financial authorities the plan has 
found more advocates than opponents. 

It was received with practical unanimity at the New 
Orleans Bankers’ Convention, where the best known Amer- 
ican banking experts were assembled. This approval does 
not imply that in their opinion the plan is perfect, and 
that there is no need for any change or amendment. 
These men had in mind the idea that the plan represented a 
step toward a more perfect system. The convention sought 
to impress upon the public the importance of the reforms 
proposed. 

For the same reasons many of the leaders in banking 
openly expressed their approval of the Aldrich plan, in 
reply to a circular of inquiry sent out by the “New York 
Evening Post.” That view is best stated in the answer of 
Mr. Lacy:* “My attitude toward the Aldrich currency plan 
is entirely friendly, believing as I do that it is a great step 
towards obtaining a sounder and more scientific banking 
system. I look upon the Aldrich plan, however, as largely 
a makeshift—the best that we can hope to obtain under 
present conditions, and with the popular mind in the attitude 
that it is at this time. While it is an extremely ingenious 
plan, it is very crude when compared with the more highly 
developed systems of other nations, but its framer has, I 
think, been very wise in attempting to go no farther than 
he has, as we must take into consideration popular views and 
prejudices on this question.” 

After all it is certain that the establishment of the 


* Graham G Lacy, Vice-President Tootle-Lemon National Bank, St. Joseph, 
Mo., in the New York Evening Post—Annual Financial Review Past and Future— 
Dec. 30, 1911: ‘‘What Men at the Head of the Banks Expect During 1912.” 
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National Reserve Association would bring about a vast im- 
provement in the American monetary and credit system. 
We may, however, feel sure that before long it will become 
very clear that the plan must be modified and supplemented 
in important details. The organization of the N. R. A. will 
have to be made comparable with that of the great Euro- 
pean central banks, before Mr. Forgan’s* hopes can be real- 
ized and the Association become “the largest, the strongest, 
the safest and the best financial institution in the world,” 
and before it can “put our banking and currency system 
where it should be: in the front rank of those of the leading 
nations of the world.” 


*Forgan: Mobilization of Reserves etc.; cit. p. 15. 


C. Conclusion 


Under present conditions, we can not look forward to 
the establishment of a central institution for the issue of 
circulating notes which should meet all the requirements 
of an ideal banking system. The question is, whether the 
establishment of the National Reserve Association is none 
the less worth while. Some advocates of a central bank 
take the position that the existing banking system should 
not be disturbed until complete reform can be achieved. 
Such an attitude is not commendable. The Aldrich plan is 
a significant step, if for no other reason, because it creates 
an institution to demonstrate practically the importance and 
necessity of the reforms advocated. 

This contention is valid, even though the plan contains 
a number of weak points, and modifications in several re- 
spects are highly desirable. Whether such changes are made 
and the powers of the Association amplified or not, so 
much is certain:—the enactment of the proposed legislation 
will at least mean the beginning of improved conditions 
in more than one direction. It will place our monetary and 
credit system on a more secure foundation than ever before. 
It will make possible the employment of the country’s finan- 
cial resources to much greater advantage, and a more equit- 
able distribution of our available capital among the different 
sections and industries of the nation. It will raise the im- 
portance and influence of the United States among the 
financial powers of the world! 

The establishment of the Association, the reorganization 
of our system of note issue so as to bring it into correlation 
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with the movements of business, and finally the concentra- 
tion of the nation’s cash reserve in one central agency, are 
reforms that will serve to create a strong support for our 
banks, and for the credit system of the country. The banks 
will feel sure of their ability to secure help from the central 
agency in the money stringencies that arise in the course 
of the year, and also on the urgent occasions of financial 
crises. They will, therefore, not find it necessary to with- 
draw cash from circulation and use in business, and to re- 
strict credits on the first signs of disturbance. 

Relying on the Association to meet the need for addi- 
tional currency, the banks will be able to give all their ener- 
gies to the situation confronting them. They will feel free 
to extend help to reliable business men, and to carry them 
through the emergency.. The country will thus be spared at 
least some of the evils accompanying crises. ‘The banks 
will not hesitate to pay out their cash freely to frightened 
depositors, and, thereby, to put an end to a run before it 
assumes large proportions, and spreads to other institutions. 
With the credit organization strengthened, we may justly 
hope to guard against a general loss of confidence in the 
banks, and either to allay distrust altogether, or to restrict 
it to the particular locality in which it originates. One of 
the chief causes of panics will thus be removed, and the 
business of the country saved from these destructive visi- 
tations. 

By taking over the work of the United States Treasury 
the Association will be able to manage the collection of rev- 
enues and the disbursements of the government without oc- 
casioning the present disturbance to business in general. 

Finally, the organization of the N. R. A. will provide 
the essential condition for the development of a far-reaching 
market for short-time loans and discounts. As has been ex- 
plained in detail, it will make possible a general and an open 
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money market. Such money markets will bring notable 
advantages to the United States, both in its domestic and 
in its foreign trade. The effects will prove beneficent alike 
to all sections of the country and to all branches of business. 

As soon as the banks are enabled to rediscount bills and 
to obtain from a central institution currency in exchange 
for their commercial paper, the paper of merchants and man- 
ufacturers will become the most desirable form of invest- 
ment for funds which banks must be ready to repay on 
demand. European experience will be repeated here. A 
market will develop for short time loans, where surplus 
funds from all parts of the country will come for investment, 
and where the demand for money from all lines of busi- 
ness will find expression in bills offered for discount. 
Through this open market use will be found quickly for 
the surplus funds of any district or industry, making them 
available to other sections of the country or branches of 
business in need of capital. The financial resources of the 
United States will thereby be utilized to the fullest extent 
and for the greatest good. 

The organization of an open money market will have 
the effect of freeing the producers of our staple commod- 
ities, and particularly our exporters, from dependence on 
European banks. Supported by a central agency like 
the Association, and enjoying the facilities of a market for 
short-time loans, American banks will be able to perform 
for the commerce of the country the work now done by the 
foreign banks. They will, moreover, find their task much 
facilitated, if American banks are also established abroad, 
as the Aldrich plan contemplates, 


A strong and highly perfected money market in the 
United States must necessarily occupy a position of per- 
manent influence in the international money centers of the 
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world. This influence the American money market will be 
able to exert abroad in the interests of this country. When- 
ever the price of money at home is higher than abroad, it 
should prove easy to send American bills abroad, and import 
European capital. On the other hand, whenever there is 
a superabundance of money here, it will be possible to take 
advantage of the higher interest rate of Europe more readily 
than today. All the conditions will be present for util- 
_ izing to the advantage of the United States any differences 
‘between the rate of interest here and in the money centers 
of Europe. America will thus help in bringing about the 
most profitable distribution of the world’s floating capital. 
At the same time, it will strengthen its own financial position 
among the money powers of the world. | 

The National Reserve Association will tend to give 
greater dignity and importance to the American credit sys- 
tem. A national money market at home will make us able 
to reorganize our financial system, so that we shall no longer 
be a constant menace to the money markets of Europe. 
On the contrary, a point may be reached where we shall give 
help to other markets, when occasion demands. In turn 
we shall be able to call on foreign money markets to assist 
us in time of need. This would mean for America, not a 
position of financial subordination, but one of international 
codperation to the mutual advantage of all. The benefits 
would not be confined to those immediately interested, but 
would extend to all business activities, and make for marked 
improvement in international credit. 

The advantages which the state might derive from an in- 
stitution such as the National Reserve Association are abund- 
antly demonstrated by history. Mention need only be made 
of the work of the Bank of France in 1870, when it not only 
proved the financial mainstay, but actually saved France. 
In establishing an institution like the National Reserve As- 
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sociation, there is naturally no thought of such an emer- 
gency. Nevertheless, a great central institution adminis- 
tered in the interest of the general welfare and enjoying the 
full confidence of all classes adds to the nation’s sense of con- 
fidence. It is better prepared for emergencies, in having 
an agency through which it can appeal for the financial 
support of the nation, and marshal the economic resources 
of the people for the needs of the state. 


Should the Association be established in the form now 
advocated, it will be able in spite of the limitations on its 
powers to do much towards achieving the ends for which 
it is proposed. In carrying on its work and more partic- 
ularly in any effort to guide or restrain the movements in 
the money market, it will undoubtedly find itself much ham- 
pered by the restrictions on its activity, especially on its dis- 
count operations. There is, therefore, some ground for the 
fears of those who advocate a central bank, believing that 
the limitations on the freedom of the Association may in 
the end nullify its powers for good. We should seriously © 
consider whether unnecessary restraints have not been put 
on the Association, and whether it would not be desirable 
to relax some of the restrictions, and to extend the scope of 
its powers at the outset. | 

However, even if this is not done, and the Association 
is organized in the form and with the limitations now pro- 
posed, we may be sure that if it justifies the hopes of its 
sponsors, even in part, and succeeds in winning the con- 
fidence of all, irrespective of political affiliations, it will in 
the course of time evolve into a general central bank and 
secure the extension of power necessary for the adequate 
discharge of its functions. The contemplated legislation 
fortunately provides for modifications and amendments. 
As the President says in his message: “It will always be 
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possible, of course, to correct any features of the new law 
which may in practice prove unwise; so while this law is 
sure to be enacted under conditions of unusual knowledge 
and authority it also will include, it is well to remember, 
the possibility of future amendment.” 

In leaving it open to Congress to amend and modify the 
law regulating the Association, an additional safeguard is 
introduced against abuses which may develop in the Asso- 
ciation, but which can not now be foreseen. It should be 
said again in conclusion that there is little basis for the chief 
argument urged in opposition to the Aldrich plan—the 
danger that the Association may be misused for political 
purposes, or be subservient to the selfish interests of any 
section or financial coterie. The precautions taken to pre- 
vent the control of the Association by political or financial 
cliques have been devised with great skill, and there is every 
reason to believe that they will prove effective. The pro- 
visions embodying them constitute the best planned and 
most carefully thought out features of the bill now before 
Congress. 

Incomprehensible is the fear, so frequently expressed 
by the opponents of the Aldrich plan, that it will be im- 
possible to find proper men to direct the Association. It 
is hard to follow the reasoning that would reject the en- 
tire scheme of banking reform on such vague and un- 
founded apprehensions. Moreover, there is no choice. Re- 
form is inevitable, if we are to make progress and avoid 
disastrous panics. Whatever be the specific features of 
a plan of a reform, the fundamental lines of development 
have been definitely set by the teachings of history and ex- 
perience. ‘The goal must be centralization in one form or 
another. We agree with Mr. Roberts, the Director of 
the Mint,* that “It will not do to say that necessary powers 


must not be created because they may be abused ... We 
*“The Next Reform—Banking,” cited p. 23. 
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have to rely to some extent upon our capacity for self-gov- 
ernment in the future. We have to believe that we can do 
what we must, in order to assure our progress as a people. 
To say that we can not manage a system, the essential prin- 
ciple of which is in successful operation in every other coun- 
try of the world, is a serious reflection upon the intelligence 
of the American people and on their moral capacity to do 
business by the most advanced methods.” 
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Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the National Reserve Association of the United States 
be, and it is hereby, created and established for a term of fifty years from the date of filing 
with the Comptroller of the Currency a certificate of paid-in capital stock as hereinafter 
provided. It shall have an authorized capital equal in amount to twenty per centum of the 
paid-in and unimpaired capital of all banks eligible for membership in said National Reserve 
Association. Before said association shall be authorized to commence business two hundred 
million dollars of the capital stock shall be subscribed and one hundred million dollars of its 
capital shall be paid in cash. The capital stock of said association shall be divided into shares 
of one hundred dollars each. The outstanding capital stock may be increased from time 
to time as subscribing banks increase their capital or as additional banks become subscribers 
or may be decreased as. subscribing banks reduce their capital or leave the association by 
liquidation. The head office of the National Reserve Association shall be located at Wash- 
ington, in the District of Columbia. (P.1.) 

Sec. 2. Upon duly making and filing with the Comptroller of the Currency the cer- 
tificate hereinafter required the National Reserve Association of the United States shall become 
a body corporate and as such and by that name shall have power— 

First. To adopt and use a corporate seal. 

Second. To have succession for a period of fifty years from the date of said certificate. 

Third. To make all contracts necessary and proper to carry out the purposes of this act. 

Fourth. To sue and be sued, complain and defend, in any court of law or equity, as 
fully as natural persons. — 

Fifth. To elect or appoint directors and officers in the manner hereinafter provided 
and define their duties. 

Sixth. To adopt by its board of directors by-laws not inconsistent with this act, 
regulating the manner in which its property shall be transferred, its general business con- 
ducted, and the privileges granted to it by law exercised and enjoyed. 

Seventh. To purchase, acquire, hold, and convey real estate as hereinafter provided. 

Eighth. To exercise by its board of directors or duly authorized committees, officers, 
or agents, subject to law, all the powers and privileges conferred upon the National Reserve 
Association by this act. (No corresponding provisions). 
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Src. 3. All national banks, and all banks or trust companies chartered by the laws 
of any State of the United States or of the District of Columbia, complying with the require- 
ments for membership in the said National Reserve Association, hereinafter set forth may 
subscribe to its capital to an amount equal to twenty per centum of the paid-in and unim- 
paired capital of the subscribing bank, and not more nor less; and each of such subscribing 
banks shall become a member of a local association as hereinafter provided. Fifty per 
centum of the subscriptions to the capital stock of the Niational Reserve Association shall be 
fully paid in; the remainder of the subscriptions or any part thereof shall become a liability 
of the subscribers subject to call and payment thereof whenever necessary to meet the 
obligations of the National Reserve Association under such terms and in accordance with 
such regulations as the board of directors of the National Reserve Association may prescribe. 
GPs 2.) 


The subscriptions of a bank or trust company incorporated under the laws of any 
State or of the District of Columbia to the capital stock of the National Reserve Association 
shall be made subject to the following conditions: (P. 60.) 


First. That (a) if a bank, it shall have a paid-in and unimpaired capital of not less 
than that required for a national bank in the same locality; and that (b) if a trust company, 
it shall have an unimpaired surplus of not less than twenty per centum of its capital, 
and if located in a place having a population of six thousand inhabitants or less shall have 
a paid-in and unimpaired capital of not less than fifty thousand dollars; if located in a city 
having a population of more than six thousand inhabitants and not more than fifty thousand 
inhabitants, shall have a paid-in and unimpaired capital of not less than one hundred thousand 
dollars; tf located in a city having a population of more than fifty thousand inhabitants and not 
more than two hundred thousand inhabitants shall have a paid-in and unimpaired capital of not 
less than two hundred thousand dollars; if located in a city having a population of more than 
two hundred thousand inhabitants and not more than three hundred thousand inhabitants 
shall have a paid-in and unimpaired capital of not less than three hundred thousand dollars; 
if located in a city having a population of more than three hundred thousand inhabitants 
and not more than four hundred thousand inhabitants shall have a paid-in and unimpaired 
capital of not less than four hundred thousand dollars, and if located in a city having a 
population of more than four hundred thousand inhabitants shall have a paid-in and unim- 
paired capital of not less than five hundred thousand dollars. (P. 61.) 


Second. That it shall have and agree to maintain against its demand deposits a 
reserve of like character and proportion to that required by law of a national bank in 
the same locality: Provided, however, That deposits which it may have with any sub- 
scribing national bank, State bank, or trust company in a city designated in the national 
banking laws as a reserve city or a central reserve city shall count as reserve in like man- 
ner and to the same extent as similar deposits of a national bank with national banks in 
such cities. (P. 62) 

Third. That it shall have and agree to maintain against other classes of deposits 
the percentages of reserve required by this act. (P. 63) 

Fourth. That it shall agree to submit to such examinations and to make such reports 
as are required by law and to comply with the requirements and conditions imposed by 
this act and regulations made in conformity therewith. (P. 64) 

The words “subscribing banks’? when used hereafter in this act shall be understood 
to refer to such national banks, and banks or trust companies chartered by the laws of 
any State of the United States or of the District of Columbia, as shall comply with the 
requirements for membership herein defined. (P. 2) 

Src. 4. The Secretary of the Treasury, the Secretary of Agriculture, the Secretary 
of Commerce and Labor, and the Comptroller of the Currency .are hereby designated a 
committee to effect the organization of the National Reserve Association, and the necessary 
expenses of said committee shall be payable out of the Treasury upon vouchers approved 
by the members of said committee, and the Treasury shall be reimbursed by the National 
Reserve Association to the full amount paid out therefor. 

Within sixty days after the passage of this act said committee shall provide for the 
opening of books for subscriptions to the capital stock of said National Reserve Associ- 
ation in such places as the said committee may designate. Before the subscription of any 
bank to the capital stock of the National Reserve Association shall be accepted, said 
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bank shall file with the organization committee or after organization with the National 
Reserve Association a certified copy of a resolution adopted by the board of directors of said 
bank accepting all the provisions and liabilities imposed by this act and authorizing the 
president or cashier of said bank to subscribe for said stock. (P. 28) 

Sxec. 5. When the subscriptions to the capital stock of the National Reserve Associ- 
ation shall amount to the sum of two hundred million dollars the organization committee 
hereinbefore provided shall forthwith proceed to select fifteen cities in the United States 
for the location of the branches of said National Reserve Association: Provided, That one 
branch shall be located in the New England States, including the States of Maine, New 
Hampshire, Vermont, Massachusetts, Rhode Island, and Connecticut; two branches in the 
Eastern States, including the States of New York, New Jersey, Pennsylvania, and Delaware; 
four branches in the Southern States, including the States of Maryland, Virginia, West 
Virginia, North Carolina, South Carolina, Georgia, Florida, Alabama, Mississippi, Louisiana, 
Texas, Arkansas, Kentucky, Tennessee, and also the District of Columbia; four branches 
in the Middle Western States, including the States of Ohio, Indiana, Illinois, Michigan, 
Wisconsin, Minnesota, Iowa, and Missouri; four branches in the Western and Pacific 
States, including the States of North Dakota, South Dakota, Nebraska, Kansas, Montana, 
Wyoming, Colorado, New Mexico, Oklahoma, Washington, Oregon, California, Idaho, Utah, 
Nevada, and Arizona. 

When the cities in which the branches are to be located have been selected the organ- 
ization committee shall forthwith divide the entire country into fifteen. districts, with one 
branch of the National Reserve Association in each district: Provided, That the districts 
shall be apportioned with due regard to the convenient and customary course of business 
and not necessarily along State lines. 

The districts may be readjusted, and new districts and new branches may from time 
to time be created by the directors of the National Reserve Association whenever, in their 
opinion, the business of the country requires. (P.6) 

Src. 6. All subscribing banks within a district shall be grouped by the organization 
committee or after organization, by the National Reserve Association, into local associations of 
not less than ten banks, with an aggregate capital and surplus of at least five million 
dollars, for the purposes hereinafter prescribed: Provided, That the territory included in 
each association shall be contiguous and that in apportioning the territory due regard shall 
be had for the customary course of business and for the convenience of the banks forming 
the association: Provided further, That in apportioning the territory to local associations 
comprising a district every bank and all of the territory within said district shall be 
located within the boundaries of some local association: And provided further, That every 
subscribing bank shall become a member only of the local association of the territory in 
which it is situated. 

The banks uniting to form a local association shall, by their presidents or vice presi- 
dents, under authority from the board of directors, execute a certificate in triplicate setting 
forth the name of the association, the names of the banks composing it, its principal place 
of business, its territorial limits, and the purposes for which it is organized. One copy of 
this certificate shall be filed with the Comptroller of the Currency, one copy shall be filed 
with the National Reserve Association, and one copy shall be filed with the branch of the 
National Reserve Association of the district in which the local association is included. Upon 
the filing of such certificates the local association therein named shall become a body cor- 
porate and by the name so designated may sue and be sued and exercise the powers of a 
body corporate for the purposes mentioned in this act, and not otherwise. 

The local associations in each district may be readjusted from time to time and new 
associations may be authorized by the directors of the National Reserve Association. (P.5) 

Src. 7. Each local association shall have a board of directors, the number to be 
determined by the by-laws of the local association. Three-fifths of that number shall be 
elected by ballot cast by the representatives of the banks that are members of the local 
association, each bank having one representative and each representative one vote for each 
of the positions to be filled without reference to the number of shares which the bank holds 
in the National Reserve Association. T'wo-fifths of the whole number of directors of the 
local association shall be elected by the same representatives of the several banks that are 
members of the association, but in voting for these additional directors each representative 
shall be entitled to as many votes as the bank which he represents holds shares in the 
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National Reserve Association: Provided, That in case forty per centum of the capital stock 
in any subscribing bank is owned directly or indirectly by any other subscribing bank, or in 
case forty per centum of the capital stock in each of two or more subscribing banks, being 
members of the same local association, is owned directly or indirectly by the same person, 
persons, copartnership, voluntary association, trustee, or corporation, then and in either of 
such cases, neither of such banks shall be entitled to vote separately, as a unit, or upon its 
stock, except that such banks acting together, as one unit, shall be entitled to one vote, for 
the election of the board of directors of such local association. In no case shall voting by 
proxy be allowed. The authorized representative of a bank, as herein provided, shall be its 
president, vice president, or cashier. 

Each director shall take an oath that he will, so far as the duty devolves upon him, dili- 
gently and honestly administer the affairs of such association and will not knowingly violate 
or willingly permit to be violated any of the provisions of this act. 

The directors originally elected shall hold office until the second Tuesday in February 
immediately following their election, and thereafter the directors shall be elected annually 
on that date and shall hold office for the term of one year. (P. 8) 

The board of directors of the local association shall have authority to make by-laws, not 
inconsistent with law, which shall be subject to the approval of the National Reserve 
Association. (P. 28) 

Sec. 8. Each of the branches of the National Reserve Association shall have a board 
of directors, the number, not less than twelve in addition to the ex officio member, to be 
fixed by the by-laws of the branch. ‘These directors shall be elected in the following manner: 

The board of directors of each local association shall elect by ballot a voting repre- 
sentative. One-half of the elected directors of the branch shall be elected by the vote of 
such representatives, each representative having one vote for each of the positions to be 
filled, without reference to the number of shares which the banks composing the associa- 
tion which he represents holds in the National Reserve Association. One-third of the 
elected directors shall be elected by the same voting representatives, but each voting repre- 
sentative in this case shall have a number of votes equal to the number of shares in the 
National Reserve Association held by all the banks composing the local association which 
he represents. The remaining one-sixth of the directors shall be chosen by the directors al- 
ready elected and shall fairly represent the agricultural, commercial, industrial, and other 
interests of the district and shall not be officers nor, while serving, directors of banks, trust 
companies, insurance companies, or other financial institutions. The manager of the branch 
shall be ex officio a member of the board of directors of the branch and shall be chairman 
of the board. 

Each director shall take an oath that he will, so far as the duty devolves upon him, 
diligently and honestly administer the affairs of such association and will not knowingly vio- 
late or willingly permit to be violated any of the provisions of this act. 

All the members of the board of directors of the branch except the ex officio member 
shall at the first meeting of the board be divided into three classes. One-third of the 
directors shall hold office until the first Tuesday in March immediately following the elec- 
tion; one-third of the directors shall hold office for an additional period of one year after 
the first Tuesday in March immediately following the election; the remaining one-third of 
the directors shall hold office for an additional period of two years after the first Tuesday 
in March immediately following the election. All elections shall be held on the first Tues- 
day in March of each year, and after the first election all directors shall be elected for a 
term of three years: Provided, That the by-laws of the National Reserve Association shall 
provide for the manner of filling any vacancies which may occur in the board of directors 
of the branches. (P. 9, 10, 11, 12 and 13) 

The board of directors of the branch shall have authority to make by-laws, not incon- 
sistent with law, which shall be subject to the approval of the National Reserve Associ- 
ation. (P. 28) 

SEc. 9. The National Reserve Association shall have a board of directors, to be chosen 
in the following manner: 

First. Fifteen directors shall be elected, one by the board of directors of each branch 
of the National Reserve Association. In case the number of districts shall be increased 
hereafter, each additional district shall be entitled to elect an additional director of this 
class. 
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Second. Fifteen additional directors shall be elected, one by the board of directors of 
each branch of the National Reserve Association, who shall fairly represent the agricultural, 
commercial, industrial, and other interests of the district, and who shall not be officers 
nor, while serving, directors of banks, trust companies, insurance companies, or other finan- 
cial institutions. In case the number of districts shall be increased hereafter, each addi- 
tional district shall be entitled to elect an additional director of this class. 

Third. Nine additional directors shall be elected by voting representatives chosen by 
the boards of directors of the various branches, each of whom shall cast a number of votes 
equal to the number of shares in the National Reserve Association held by the banks in the 
branch which he represents. Not more than one of the directors of this class shall be 
chosen from one district. Directors of each of the three classes named above shall be 
residents of the district from which they are elected. 

Fourth. There shall be seven ex officio members of the board of directors, namely: 
The governor of the National Reserve Association, who shall be chairman of the board, two 
deputy governors of the National Reserve Association, the Secretary of the Treasury, the 
Secretary of Agriculture, the Secretary of Commerce and Labor, and the Comptroller of 
the Currency. 

No member of any national or State legislative body shall be a director of the National 
Reserve Association, nor any of its branches, nor of any local association. 

All the members of the board, except the ex officio members, shall at the first meeting 
of the board be divided into three classes. One-third of the directors shall hold office until 
the first Tuesday in April immediately following the election; one-third of the directors shall 
hold office for an additional period of one year after the first Tuesday in April immediately 
following the election; the remaining one-third of the directors shall hold office for an ad- 
ditional period of two years after the first Tuesday in April immediately following the 
election. All elections shall be held on the first Tuesday in April of each year, and after 
the first election all directors shall be elected for a term of three years: Provided, That all 
directors provided for in sections seven, eight, and nine of this Act shall serve until their 
successors have qualified: And provided further, that the by-laws of the National Reserve 
Association shall provide for the manner of filling any vacancies which may occur in the 
board of directors of the National Reserve Association. 

Each director shall take an oath that he will, so far as the duty devolves upon him, 
diligently and honestly administer the affairs of such association and will not knowingly 
violate or willingly permit to be violated any of the provisions of this Act. 

The board of directors of the National Reserve Association shall have authority to 
make by-laws, not inconsistent with law, which shall prescribe the manner in which the 
business of said association shall be conducted and the privileges granted to it by law exer- 
cised and enjoyed. (P. 14, 15, 16, 17, 18, 19, 20, and 28) 

Src. 10. The executive officers of the National Reserve Association shall consist of a 
governor, two deputy governors, a secretary, and such subordinate officers as may be pro- 
vided by the by-laws. The governor of the National Reserve Association shall be selected 
by the President of the United States from a list of not less than three submitted to him 
by the board of directors of said association. The person so selected shall thereupon 
be appointed by the said board as governor of the National Reserve Association for a term 
of ten years, subject to removal for cause by a two-thirds vote of the board. There shall 
be two deputy governors, to be elected by the board, for a term of seven years, subject to 
removal for cause by a majority vote of the board. The two deputy governors first elected 
shall serve for terms of four years and seven years, respectively. In case of any vacancy in 
the office of deputy governor his successor shall be elected to fill the unexpired term. In the 
absence of the governor or his inability to act, the deputy who is senior in point of service 
shall act as governor. The board of directors shall have authority to appoint such other 
officers as may be provided for by the by-laws. (P. 24) 

Sec. 11. When the National Reserve Association is duly organized its board of 
directors shall call upon the subscribing banks for a payment of fifty per centum on the 
amount of their subscriptions to the capital stock of said association. When one hundred 
million dollars of capital have been paid in the board of directors shall at once proceed ta 
execute and file with the Secretary of State a certificate showing the payment of one hundred 
million dollars on capital stock, and they shall further file with the Comptroller of the Cur- 
rency a certificate showing the title and location of each bank which has subscribed to the 
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capital stock of the National Reserve Association, the number of shares subscribed by each, 
and the amount paid thereon. (No corresponding provisions.) 

Sec. 12. Shares of the capital stock of the National Reserve Association shall not be 

transferable, and under no circumstances shall they be hypothecated nor shall they 
be owned otherwise than by subscribing banks, nor shall they be owned by any 
such bank other than in the proportion herein provided. In case a subscribing bank 
increases its capital it shall thereupon subscribe for an additional amount of the capital 
of the National Reserve Association equal to twenty per centum of the bank’s increase of 
capital, paying therefor its then book value as shown by the last published statement of said 
association. A bank applying for membership in the National Reserve Association at any 
time after its formation must subscribe for an amount of the capital of said associntion equal 
to twenty per centum of the capital of said subscribing bank, paying therefor its then book 
value as shown by the last published statement of said association. When the capital of the 
National Reserve Association has been increased either on account of the increase of capital 
of the banks in said association or on account of the increase in the membership of said 
association, the board of directors shall make and execute a certificate showing said increase 
in capital, the amount paid in and by whom paid. This certificate shall be filed in the office 
of the Comptroller of the Currency. In case a subscribing bank reduces its capital it shall 
surrender a proportionate amount of its holdings in the capital of said association, and if 
a bank goes into voluntary liquidation it shall surrender all of its holdings of the capital 
of said association. In either case the shares surrendered shall be canceled and the bank 
shall receive in payment therefor a sum equal to their then book value as shown by the last 
published statement of said association. 

If any member of the National Reserve Association shall become insolvent and a receiver 
be appointed, the stock held by it in said association shall be cancelled and the balance, after 
paying all debts due by such insolvent bank to said association (such debts being hereby 
declared to be a first lien upon the paid-in capital stock), shall be paid to the receiver of the 
tnsolvent bank. 

Whenever the capital stock of the National Reserve Association is reduced, either on 
account of the reduction in capital of members of said association or the liquidation or in- 
solvency of any member, the board of directors shall make and execute a certificate showing 
such a reduction of capital stock and the amount repaid to each bank. This certificate shall 
be filed in the office of the Comptroller of Currency. (P. 3) 

Src. 13. The National Reserve Association and its branches and the local associations 
shall be exempt from local and State taxation except in respect to taxes upon real estate. 
Cea) 

Sec. 14. The directors of the National Reserve Association shall annually elect from 
their number an executive committee and such other committees as the by-laws of the 
National Reserve Association may provide. The executive committee shall consist of nine 
members, of which the governor of the National Reserve Association shall be ex officio 
chairman and the two deputy governors and the Comptroller of the Currency ex officio mem- 
bers, but not more than one of the elected members shall be chosen from any one district. 
(PX2P) 

The executive committee shall have all the authority which is vested in the board of 
directors, except the power of nomination, appointment, and removal of the governor and 
deputy governors and except such as may be specifically delegated by the board to other 
committees or to the executive officers, or such as may be specifically reserved or retained 
by: the board. ~(P. 22) 

Src. 15. There shall be a board of examination elected annually by the board of 
directors from among their number, excluding the members of the executive committee, of 
which the Secretary of the Treasury shall be ex officio chairman. J¢t shall be the duty of 
this board to carefully examine the condition and the business of the National Reserve Asso- 
ciation and of its branches and to make a public statement of the result of such examination 
at least once a year. (P. 23) 

Src. 16. Each branch shall have a manager and a deputy manager appointed from 
the district by the governor of the National Reserve Association with the approval of the 
executive committee of said association and the board of directors of the branch, and subject 
to removal at any time by the governor with the approval of the executive committee of the 
National Reserve Association. The powers and duties of the manager and deputy manager 
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and of the various committees of the branches shall be prescribed by the by-laws of the 
National Reserve Association. (P. 25 and 26) 

SEc. 17. The directors of each local association shall annually elect from their num- 
ber a president, a vice president, and an executive committee, whose powers and duties 
shall be determined by the by-laws of the local association, subject, however, to the approval 
of the National Reserve Association. (P. 27) 

Src. 18. The National Reserve Association shall cause to be kept at all times, at the 
head office of the association, a full and correct list of the names of the banks owning stock 
in the association and the number of shares held by each. Such list shall be subject to the 
inspection of all the shareholders of the association, and a copy thereof on the first Monday 
of July of each year shall be transmitted to the Comptroller of the Currency. (No cor- 
responding provisions.) : 

Src. 19. The earnings of the National Reserve Association shall be disposed of in the 
following manner: ; 

After the payment of all expenses and the franchise and other taxes not provided for 
in this section the shareholders shall be entitled to receive an annual dividend of four per 
centum on the paid-in capital, which dividend shall be cumulative. Further annual net 
earnings shall be disposed of as follows: First, a contingent fund shall be created, which 
shall be maintained at an amount equal to one per centum on the paid-in capital, and shall 
not exceed in any event two million dollars and shall be used to meet any possible losses. 
Such funds shall, upon the final dissolution of the National Reserve Association, be paid to 
the United States and shall not under any circumstances be included in the book value of 
the stock or be paid to the shareholders. Second, one-half of additional net earnings shall 
be paid into the surplus fund of the National Reserve Association until said fund shall 
amount to twenty per centum of the paid-in capital, one-fourth shall be paid to the United 
States as a franchise tax, and one-fourth shall be paid to the shareholders, until the share- 
holders’ dividend shall amount to five per centum per annum on the paid-in capital: Pro- 
vided, That no such dividends, exclusive of the cumulative dividends above provided for, 
shall at any time be paid in excess of five per centum in any one year. Whenever and 
so long as the contingent fund has been provided for and the five per centum dividend has 
been paid to shareholders one-half of the additional earnings shall be added to the surplus 
fund, and one-half shall be paid to the United States as a franchise tax. Whenever and 
so long as the surplus fund of the National Reserve Association amounts to twenty per 
centum of the paid-in capital and the shareholders shall have received dividends not ex- 
ceeding five per centum, all excess earnings shall be paid to the United States as a 
franchise tax. (P. 4) 


FUNCTIONS OF THE LOCAL ASSOCIATIONS 


Sec. 20. ‘Any member of a local association may apply to such association for a 
guaranty of the commercial paper which it desires to rediscount at the branch of the 
National Reserve Association in its district. Any such bank receiving a guaranty from a 
local association shall pay a commission to the local association, to be fixed in each case 
by its board of directors. Expenses and losses in excess of commissions shall be met by 
an assessment of the members of the local association in proportion to the ratio which their 
capital and surplus bears to the aggregate capital and surplus of the members of the local 
association, which assessment shall be made by its board of directors, and the commission 
received for such guaranty, after the payment of expenses and possible losses, shall be 
distributed among the several banks of the local association in the same proportion. A local 
association shall have authority to require security from any bank offering paper for 
guaranty, or it may decline to grant the application. The total amount of guaranties by 
a local association to the National Reserve Association shall not at any time exceed the 
aggregate capital and surplus of the banks forming the guaranteeing association. (P. 29 
and 30) 

SEc. 21. Any local association may by a vote of three-fourths of its members and 
with the approval of the National Reserve Association, assume and exercise such of the 
powers and functions of a clearing house as are not inconsistent with the purposes of 
this act. The National Reserve Association may require any local association to perform 
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such services in facilitating the domestic exchanges of the National Reserve Association as 
the public interests may require. (P. 31) 

SEc. 22. All of the privileges and advantages of the National Reserve Association shall 
be equitably extended to every bank of any of the classes herein defined which shall sub- 
scribe to its proportion of the capital stock of the National Reserve Association and shall 
otherwise conform to the requirements of this act: Provided, That the National Reserve 
Association may suspend a bank from the privileges of membership for refusal to comply 
with such requirements or for a failure for thirty days to maintain its reserves, or to 
make the reports required by this act, or for misrepresentation in any report or examination 
as to its condition or as to the character or extent of its assets or liabilities, (P. 33 and 34) 


FUNCTIONS OF THE N. R. A. 


Seo. 23. The National Reserve Association shall be the principal fiscal agent of the 
United States. The Government of the United States shall upon the organization of the 
National Reserve Association deposit its general funds with said association and _ its 
branches, and thereafter all receipts of the Government, exclusive of trust funds, shall be 
deposited with said Association and its branches, and all disbursements by the Govern- 
ment shall be made through said association and its branches. (P. 36 and 1) 

Sec. 24. The Government of the United States and banks owning stock in the 
National Reserve Association shall be the only depositors in said association. All domestic 
transactions of the National Reserve Association shall be confined to the Government and 
the subscribing banks, with the exception of the purchase or sale of Government or State 
securities or securities of foreign governments or of gold coin or bullion. (P. 85) 

Src. 25. The National Reserve Association shall pay no interest on deposits. (P. 37) 

Src. 26. The National Reserve Association may through a branch rediscount for and 
with the indorsement of any bank having a deposit with it, notes and bills of exchange 
arising out of commercial transactions; that is, notes and bills of exchange issued or drawn 
for agricultural, industrial, or commercial purposes, and not including notes or bills issued 
or drawn for the purpose of carrying stocks, bonds, or other investment securities. 

Such notes and bills must have a maturity of not more than twenty-eight days, and 
must have been made at least thirty days prior to the date of rediscount. The amount 
so rediscounted shall at no time exceed the capital of the bank for which the rediscounts 
are made. The aggregate of such notes and bills bearing the signature or indorsement 
of any one person, company, firm, or corporation, rediscounted for any one bank, shall 
at no time exceed ten per centum of the unimpaired capital and surplus of said bank. 
Cee nies!) 

Sec. 27. The National Reserve Association may through a branch also rediscount, for 
and with the indorsement of any bank having a deposit with it, notes and bills of ex- 
change arising out of commercial transactions as hereinbefore defined, having more than 
twenty-eight days, but not exceeding four months, to run, but in such cases the paper 
must be guaranteed by the local association of which the bank asking for the rediscount 
is a member. (P. 89) 

Sec. 28. Whenever, in the opinion of the governor of the National Reserve Asso- 
ciation, the public interests so require, such opinion to be concurred in by the executive 
committee of the National Reserve Association and to have the definite approval of the 
Secretary of the Treasury, the National Reserve Association may through a branch discount 
the direct obligation of a depositing bank, indorsed by its local association, provided that 
the indorsement of the local association shall be fully secured by the pledge and deposit 
with it of satisfactory securities, which shall be held by the local association for account 
of the National Reserve Association but in no such case shall the amount loaned by the 
National Reserve Association exceed three-fourths of the actual value of the securities 
so pledged. (P. 40) 

Sec. 29. The power of rediscount and discount granted to the National Reserve 
- Association by sections twenty-six, twenty-seven, and twenty-eight of this act shall in each 
case be exercised through the branch in the district in which the bank making the appli- 
cation is located. (No corresponding provisions.) 

Src. 30. The National Reserve Association shall have authority to fix its rates of 
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discount from time to time, which when so fixed shall be published, and shall be uniform 
throughout the United States. (P. 41) 


Sec. 31. National banks are hereby authorized to accept drafts or bills of exchange 
drawn upon them, having not more than four months to run, properly secured, and arising 
out of commercial transactions as hereinbefore defined. The amount of such acceptances 
outstanding shall not exceed one-half the capital and surplus of the accepting bank, and 
shall be subject to the restrictions of section fifty-two hundred of the Revised Statutes. 
(P. 48) 


Sec. 32. The National Reserve Association may, whenever its own condition and the 
general financial conditions warrant such investment, purchase from a subscribing bank 
acceptances of banks or acceptors of unquestioned financial responsibility arising out of 
commercial transactions as hereinbefore defined. Such acceptances must have not ex- 
ceeding ninety days to run, and must be of a character generally known in the market 
as prime bills. Such acceptances shall bear the indorsement of the subscribing bank selling 
the same, which indorsement must be other than that of the acceptor. (P. 42) 


Seo. 38. The National Reserve Association may invest in United States bonds; also 
in obligations, having not more than one year to run, of the United States or its depend- 
encies, or of any State, or of foreign governments. (P. 43) 


Sec. 34. The National Reserve Association shall have power, both at home and 
abroad, to deal in gold coin or bullion, to make loans thereon, and to contract for loans 
of gold coin or bullion, giving therefor, when necessary, acceptable security, including the 
hypothecation of any of its holdings of United States bonds. (P. 44) 


Sec. 35. The National Reserve Association shall have power to purchase from its 
subscribing banks and to sell, with or without its indorsement, checks or bills of exchange, 
arising out of commercial transactions as hereinbefore defined, payable in such foreign 
countries as the board of directors of the National Reserve Association may determine. 
These bills of exchange must have not exceeding ninety days to run, and must bear the 
signatures of two or more responsible parties, of which the last one shall be that of a sub- 
scribing bank. (P. 45) 


Sec. 36. The National Reserve Association shall have power to open and maintain 
banking accounts in foreign countries and to establish agencies in foreign countries for 
the purpose of purchasing, selling, and collecting foreign bills of exchange, and it shall 
have authority to buy and sell, with or without its indorsement, through such correspondents 
or agencies, checks or prime foreign bills of exchange arising out of commercial transactions, 
which have not exceeding ninety days to run, and which bear the signature of two or 
more responsible parties. (P. 46) 

Sec. 37. It shall be the duty of the National Reserve Association or any of its 
branches, upon request, to transfer any part of the deposit balance of any bank having an 
account with it to the credit of any other bank having an account with the National Reserve 
Association. If a deposit balance is transferred from the books of one branch to the books 
of another branch, it may be done, under regulations to be prescribed by the National 
Reserve Association, by mail, telegraph, or otherwise, at rates to be fixed at the time by the 
manager of the branch at which the transaction originates. (P. 47) 

Src. 38. The National Reserve Association may purchase, acquire, hold, and convey 
real estate for the following purposes and for no other: 

First. Such as shall be necessary for the immediate accommodation in the transaction 
of the business either of the head ofice or of the branches. 

Second. Such as shall be mortgaged to it in good faith by way of security for debts 
previously contracted. 

Third. Such as shall be conveyed to it in satisfaction of debts previously contracted 
in the course of its dealings. 

Fourth. Such as it shall purchase at sales under judgments, decrees, or mortgages 
held by said association, or shall purchase to secure debts due to it. 

But the National Reserve Association shall not hold the possession of any real estate 
under mortgage or the title and possession of any real estate purchased to secure any debts 
due to it for a longer period than five years. (No corresponding provisions. ) 
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RESERVES AND REPORTS 


Src. 39. All subscribing banks must conform to the following requirements as to 
reserves to be held against deposits of various classes, but the deposit balance of any sub- 
scribing bank in the National Reserve Association and any notes of the National Reserve 
Association which it holds may be counted as the whole or any part of its required reserve: 

First. On demand deposits: National banks in different localities shall maintain the 
same percentages of reserve against demand deposits as is now required by law, and the 
same percentages of reserve against demand deposits shall be required of all other sub- 
scribing banks in the same localities. 

Second. On time deposits: All time deposits and moneys held in trust payable or 
maturing within thirty days shall be subject to the same reserve requirements as demand 
deposits in the same locality. All time deposits and moneys held in trust payable or matur- 
ing more than thirty days from date shall be subject to the same reserve requirements as 
demand deposits for the thirty days preceding their maturity, but no reserves shall be re- 
quired therefor except for this period. Such time deposits and moneys held in trust, payable 
only at a stated time not less than thirty days from date of deposit, must be represented 
by certificates or instruments in writing and must not be allowed to be withdrawn before 
the time specified without thirty days’ notice. (P. 51, 52, 53, and 54) 

Sec. 40. National banks may loan not more than thirty per centum of their time 
deposits, as herein defined, upon improved and unencumbered real estate, such loans not to 
exceed fifty per centum of the actual value of the property, which property shall be situated 
in the vicinity or in the territory directly tributary to the bank: Provided, That this privilege 
shall not be extended to banks acting as reserve agents for banks or trust companies. 
(P. 50) 

Sec. 41. All demand liabilities, including deposits and circulating notes, of the Na- 
tional Reserve Association shall be covered to the extent of fifty per centum by a reserve 
of gold (including foreign gold coin and gold bullion) or other money of the United States 
which the national banks are now authorized to hold as a part of their legal reserve: 
Provided, That whenever and so long as such reserve shall fall and remain below fifty per 
centum the National Reserve Association shall pay a special tax upon the deficiency of 
reserve at a rate increasing in proportion to such deficiency as follows: For each two and 
one-half per centum or fraction thereof that the reserve falls below fifty per centum a tax 
shall be levied at the rate of one and one-half per centum per annum: Provided further, 
That no additional circulating notes shall be issued whenever and so long as the amount 
of such reserve falls below thirty-three and one-third per centum of its outstanding notes. 
(P. 55 and 68) 

Sec. 42. In computing the demand liabilities of the National Reserve Association @ 
sum equal to one-half of the amount of the United States bonds held by the association 
which have been purchased from national banks, and which had previously been deposited 
by such banks to secure their circulating notes, shall be deducted from the amount of such 
liabilities. (P. 56) 

Sec. 43. The National Reserve Association shall make a report, showing the prin- 
cipal items of its balance sheet, to the Comptroller of the Currency once a week. These 
reports shall be made public. In addition, full reports shall be made to the Comptroller 
of the Currency by said association coincident with the five reports called for each year 
from the national banks. (P. 57) 

Sec. 44. All subscribing banks shall, under regulations to be prescribed by the 
National Reserve Association make a report monthly, or oftener if required, to said asso- 
ciation showing the principal items of their balance sheets. (P. 59) 

Sec. 45. All reports of national-bank examiners in regard to the condition of banks 
shall hereafter be made in duplicate, and one copy shall be filed with the National Reserve 
Association for the confidential use of its executive officers and branch managers. (P. 58) 

Sec. 46. The National Reserve Association may accept copies of the reports of the 
national-bank examiners for subscribing national banks and also copies of the reports of 
State-bank examiners for subscribing State banks and trust companies, in States where the 
furnishing of such information is not contrary to law: Provided, however, That the standard 
of such examinations, both National and State, meets the requirements prescribed by the 
National Reserve Association. The National Reserve Association shall have the right at 
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any time to examine or cause to be examined by its own representatives any subscribing 
bank. The National Reserve Association may make such payments to national and State 
examiners for such services required of them as the directors may consider just and equt- 


table. (No corresponding provisions.) 
NOTE ISSUES AND UNITED STATES BONDS 
Sro. 47. All provisions of law requiring national banks to hold or to transfer and 


deliver to the Treasurer of the United States bonds of the United States other than those 
required to secure outstanding circulating notes and Government deposits are hereby 
repealed. (P. 67) 

Sec. 48. There shall be no further issue of circulating notes by any national bank 
beyond the amount now outstanding. National banks may maintain their present note 
issue, but whenever a bank retires the whole or any part of its existing issue its right 
to reissue the notes so retired shall thereupon cease. (P. 65) 

Src. 49. The National Reserve Association shall, for a period of one year from the 
date of its organization, offer to purchase at a price not less than par and accrued interest 
the two per centum bonds held by subscribing national banks and deposited to secure their 
circulating notes. The National Reserve Association shall take over the bonds so pur- 
chased and assume responsibility for the redemption upon presentation of outstanding 
notes secured thereby. The National Reserve Association shall issue, on the terms herein 
provided, its own notes as the outstanding notes secured by such bonds so held shall be 
presented for redemption and may issue further notes from time to time to meet business 
requirements, it being the policy of the United States to retire as rapidly as possible, con- 
sistent with the public interests, bond-secured circulation and to substitute therefor notes 
of the National Reserve Association of a character and secured and redeemed in the man- 
ner provided for in this act. (P. 66) 

Sec. 50. All note issues of the National Reserve Association shall at all times be 
covered by legal reserves to the extent required by section forty-one of this act and by 
notes or bills of exchange arising out of commercial transactions as hereinbefore defined 
or obligations of the United States. (P. 68) 

Src. 51. Any notes of the National Reserve Association in circulation at any time in 
excess of nine hundred million dollars which are not covered by an equal amount of 
lawful money, gold bullion, or foreign gold coin held by said association, shall pay a 
special tax at the rate of one and one-half per centum per annum and any notes in excess of 
one billion two hundred million dollars not so covered shall pay a special tax at the rate of 
five per centum per annum: Provided, That in computing said amounts of nine hundred 
million dollars and one billion two hundred million dollars the aggregate amount of any 
national-bank notes then outstanding shall be included. (P. 69) 

Sec. 52. The circulating notes of the National Reserve Association shall constitute 


_a@ first lien upon all its assets and shall be redeemable in lawful money on presentation 


at the head office of said association or any of its branches. Jt shall be the duty of the 
National Reserve Association to maintain at all times a parity of value of its circulating 
notes with the standard established by the first section of the act of March fourteenth, 
nineteen hundred, entitled “An act to define and fix the standard of value, to maintain the 
parity of all forms of money issued or. coined by the United States, to refund the public 
debt, and for other purposes.” (P. 70) 

Sec. 53. The circulating notes of the National Reserve Association shall be received 


at par in payment of all taxes, excises, and other dues to the United States, and for all 


salaries and other debts and demands owing by the United States to indviduals, firms, 
corporations, or associations, except obligations of the Government which are by their terms 
specifically payable in gold, and for all debts due from or by one bank or trust company to 
another, and for all obligations due to any bank or trust company. (P. 71) 

Src. 54. The National Reserve Association and its branches shall at once, upon ap- 
plication and without charge for transportation, forward its circulating notes to any deposit- 
ing bank against its credit balance. (P. 72) 

Sec. 55. Upon application of the National Reserve Association the Secretary of the 
Treasury shall exchange the two per centum bonds of the United States bearing the cir- 
culation privilege purchased from subscribing banks for three per centum bonds of the 
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United States without the circulation privilege, payable after fifty years from the date 
of issue. The National Reserve Association shall hold the three per centum bonds so is- 
sued during the period of its corporate existence: Provided, That after five years from 
the date of its organization the Secretary of the Treasury may at his option permit the 
National Reserve Association to sell not more than fifty million dollars of such bonds 
annually: And provided further, That the United States reserves the right at any time 
to pay any of such bonds before maturity, or to purchase any of them at par for the 
trustees of the postal savings, or otherwise. (P. 73 and 75) 

Sec. 56. The National Reserve Association shall pay to the Government a special 
franchise tax of one and one-half per centum annually during the period of its charter 
upon an amount equal to the par value of such United States bonds transferred to it 
by the subscribing banks. (P. 74) 


BANKING CORPORATIONS FOR FOREIGN COUNTRIES 


Sec. 57. That banking corporations for carrying on the business of banking in 
foreign countries and in aid of the commerce of the United States with foreign countries 
and to act when required as fiscal agents of the United States in such countries may be 
formed by any number of persons, not less in any case than five, who shall enter into 
articles of association which shall specify in general terms the object for which the banking 
corporation is formed and may contain any other provisions not inconsistent with the pro- 
visions of this section which the banking corporation may see fit to adopt for the regulation 
and conduct of its business and affairs, which said regulations shall be signed, in duplicate, 
by the persons uniting to form the banking corporation and one copy thereof shall be for- 
warded to the Comptroller of the Currency and the other to the Secretary of State, to be 
filed and preserved in their offices. 

That the persons uniting to form such banking corporation shall under their hands 
make an organization certificate which shall specify, first, the name assumed by such bank- 
ing corporation, which name shall be subject to approval by the comptroller; second, the 
foreign country or countries or the dependencies or colonies of foreign countries or the 
dependencies of the United States where its banking operations are to be carried on; third, 
the place in the United States where its home office shall be located; fourth, the amount 
of its capital stock and the number of shares into which the same shall be divided; fifth, the 
names and places of ‘residence of the shareholders and the number of shares held by each 
of them; and, sixth, a declaration that said certificate is made to enable such persons to 
avail themselves of the advantages of this section. 

That no banking corporation shall be organized under the provisions of this section 
with a less capital than two million dollars, which shall be fully paid in before the banking 
corporation shall be authorized to commence business, and the fact of said payment shall 
be certified by the Comptroller of the Currency and a copy of his certificate to this effect 
shall be filed with the Secretary of State: Provided, That the capital stock of any such bank 
may be increased at any time by a vote of two-thirds of its shareholders with the approval 
of the Comptroller of the Currency and that the capital stock of any such bank which ex- 
ceeds two million dollars may be reduced at any time to the sum of two million dollars by 
the vote of shareholders owning two-thirds of the capital. 

That every banking corporation formed pursuant to the provisions of this section shall 
for a period of twenty years from the date of the execution of its organization certificate 
be a body corporate, but shall not be authorized to receive deposits in the United States nor 
transact any domestic business not necessarily related to the business being done in foreign 
countries or in the dependencies of the United States. Such banking corporations shall 
have authority to make acceptances, buy and sell bills of exchange, or other commercial 
paper relating to foreign business, and to purchase and sell securities, including securities 
of the United States or of any State in the Union. Each banking corporation organized 
under the provisions of this section shall have power to establish and maintain for the tran- 
saction of its business a branch or branches in foreign countries, their dependencies, or the 
dependencies of the United States at such places and under such regulations as its board 
of directors may deem expedient. 

A majority of the shares of the capital stock of such banking corporation shall be held 
and owned by citizens of the United States or corporations chartered under the laws of 
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the United States or of any State of the Union, and a majority of the members of the 
board of directors of such banking corporations shall be citizens of the United States. 
Each director shall own in his own right at least one hundred shares of the capital stock 
of the banking corporation of which he is a director. 

Whenever the Comptroller shall become satisfied of the insolvency of any such banking 
corporation he may appoint a receiver who shall proceed to close up such corporation in 
the same manner in which he would close a national bank, the disposition of the assets of 
the branches to be subject to any special provisions of the laws of the eountry under whose 
jurisdiction such assets are located. 

The annual meeting of every such banking corporation shall be held at its home office 
in the United States, and every such banking corporation shall keep at its home office books 
containing the names of all stockholders of such banking corporation and members of its 
board of directors, together with copies of the reports furnished by it to the Comptroller 
of the Currency exhibiting in detail and under appropriate heads the resources and liabilities 
of the banking corporation. Every such banking corporation shall make reports to the 
Comptroller of the Currency at such times as he may require, and shall be subject to ex- 
aminations when deemed necessary by the Comptroller of the Currency through examiners 
appointed by him; the compensation of such examiners to be fixed by the Comptroller of 
the Currency. 

Any such banking corporation may go into liquidation and be closed by the vote of its 
shareholders owning two-thirds of its stock. . 

Any bank doing business in the United States and being the owner of stock in the 
National Reserve Association may subscribe to the stock of any banking corporation 
organized under the provisions of this section, but the aggregate of such stock held by any 
one bank shall not exceed ten per centum of the capital stock of the subscribing bank. 
(P. 49 


PROVISION FOR AMENDMENTS 


Sec. 58. Congress reserves the right to alter or amend the provisions of this act 
to take effect at the end of any decennial period from and after the organization of the 
National Reserve Association. (No corresponding provisions.) 

Sec. 59. All acts or parts of acts inconsistent with the provisions of this act are here- 
by repealed. (No corresponding provisions.) 
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B. Suggested Plan 
(Revised Edition) 


Italics indicate changes from the original edition, “Suggested 
Plan for Monetary Legislation.” Parentheses refer to sections 
of the National Monetary Commission Bill, introduced in Congress 
January 8th, 1912. 


CHARTER CAPITAL AND LOCATION 


1. It is proposed to charter the National Reserve Association of the United States, 
which shall be the principal fiscal agent of the Government of the United States. The 
authorized capital of the National Reserve Association shall be 20 per cent of the capital 
of the banks eligible for membership (approximately 300 millions). The length of its 
charter shall be 50 years. The head office of the association shall be in Washington, D. C. 
(B. 1 and 23) : 


MEMBERSHIP 


2. All national banks and all State banks and trust companies which comply with 
the requirements for membership hereinafter set forth (secs. 60-64) may subscribe to the 
capital stock of the National Reserve Association. (The word ‘‘bank,” when used herein- 
after, shall be understood to refer to ail such national banks, State banks, and trust com- 
panies as shall comply with the requirements for membership hereinafter defined.) A bank 
having a@ minimum capital of $25,000 may subscribe to an amount of capital stock of the 
National Reserve Association equal to 20 per cent of the stock of the subscribing bank, 
and not less, and each of such subscribing banks shall become a member of a local asso- 
ciation as hereinafter provided. Fifty per cent of the subscriptions to the capital stock of 
the National Reserve Association shall be called in cash; the balance of the subscriptions 
will remain a liability of the subscribers, subject to call. (B. 3) 

8. Shares of the capital stock of the National Reserve Association shall not be trans- 
ferable, and under no circumstances may they be owned by any corporation other than the 
subscribing bank nor by any individual, nor may they be owned by any bank in any other 
amount than in the proportion herein provided. In case a subscribing bank increases its 
capital, it shall thereupon subscribe for an additional amount of the capital stock of the 
National Reserve Association equal to 20 per cent of the bank’s increase of capital, pay- 
ing therefor its then book value, as shown by the last published statement of the Association. 
A bank applying for membership in the Association after its formation must subscribe 
for a proportional share of its capital stock, paying therefor its then book value. In case 
a subscribing bank reduces its capital, it shall surrender a proportionate amount of its 
holdings of the capital stock of the National Reserve Association. If a bank goes into 
liquidation, it shall surrender all of its holdings of the capital stock of the National Reserve 
Association. The shares surrendered shall be cancelled and the bank shall receive in 
payment therefor a sum equal to their book value. (B. 12) 
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EARNINGS AND DIVIDENDS 


4. The earnings of the National Reserve Association shall be distributed in the 
following manner: 

After the payment of all expenses and taxes the stockholders shall receive 4 per cent. 
Further earnings shall be divided, one-half to go to the surplus of the National Reserve 
Association until that surplus shall amount to 20 per cent of the paid-in capital, one-fourth 
to go to the Government of the United States, and one-fourth to the stockholders; but 
when the stockholder’s dividends shall reach 5 per cent they shall receive no additional 
distribution. After the stockholders receive 5 per cent the earnings shall be divided, one- 
half to be added to the surplus of the National Reserve Association and one-half to go to 
the Government. After the stockholders receive 5 per cent per annum and the surplus of 
the National Reserve Association amounts to 20 per cent of the paid-in capital, all excess 
earnings shall go to the Government. The minimum dividends to the stockholders shall 
be cumulative. (B. 19) 


ORGANIZATION 


5. All subscribing banks shall be formed into associations of banks, to be designated 
as local associations. Every local association shall have corporate powers and shall be 
composed of not less than 10 banks, and the combined capital and surplus of the members 
of each local association shall aggregate not less than $5,000,000. The territory included 
in the local associations shall be ‘so apportioned that every bank will be located within 
the boundaries of some local association. Every subscribing bank shall become a member 
of the local association of the territory in which it is situated. (B. 6) 

6. All of the local associations shall be grouped into divisions, to be called districts. 

The country shall be divided at first into 15 districts, and a branch of the National 
Reserve Association shall be located in each district, the location to be determined by the) 
directors of the National Reserve Association. The districts may be readjusted from time 
to time, and new districts and new branches may be created by the directors. (B. 5) 

7. The National Reserve Association and its branches and the local associations shall 
be exempt from State and local taxation, except in respect to taxes upon real estate. (B. 13) 


OFFICERS AND DIRECTORS 
(A) DIRECTORS OF LOCAL ASSOCIATIONS 


8. Each local association shall elect annually a board of directors, the number to be 
determined by the by-laws of the local associations. ‘'Three-fifths of that number shall be 
elected by ballot cast by the representatives of the banks that are members of the local 
association, each bank having one representative and each representative one vote, without 
reference to the size of the bank. Two-fifths of the whole number of directors of the local 
association shall be elected by these same representatives of the several banks that are 
members of the association, but in voting for these additional directors each representative 
shall be entitled to as many votes as the bank which he represents holds shares in the 
National Reserve Association. At such elections there shall be no proxies. The author- 
ized representatives of a bank, as herein provided, must be either the president, vice pres- 
ident, or cashier of the bank he represents. (B. 7) 


(B) DIRECTORS OF BRANCHES 


9. Each of the branches of the National Reserve Association shall have 2 board of 
directors, to be elected in the following manner: 

The board of directors of each local association shall elect by ballot one member of 
the board of directors of the branch of the National Reserve Association. In this manner 
there will thus be elected as many directors of the branch of the National Reserve Asso- 
ciation as there may be local associations in the district in which that branch of the 
National Reserve Association is located. (B. 8) 

10. In addition to that number there shall be elected in the following manner a 
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number of directors equal to two-thirds of the number of local associations in the district 
where the branch is located. There shall be chosen by the banks composing each local 
association a voting representative or proxy holder. In choosing such voting representative 
each bank shall be entitled to as many votes as it holds shares in the National Reserve 
Association. The voting representatives of the several local associations which form a 
district shall elect an additional number of directors of the branch equal to two-thirds of 
the number elected directly by the local association; that is, equal to two-thirds of the 
number of local associations composing the district. Each voting representative at such 
election shall have a number of votes equal to the number of shares in the National 
Reserve Association held by all the banks composing the local association which he repre- 
sents. (B. 8) 

11. The board of the branch as thus constituted shall at once add to its numbers 
by the election of an additional number of directors equal to one-third the number of local 
associations situated in the district. Such additional directors shall fairly represent the 
industrial, commercial, agricultural, and other interests of the district, and shall not be 
officers of banks. Directors of banks shall not be considered as officers. (B. 8) 

12. The manager of the branch shall be ex officio a member of the board of directors 
of the branch and shall be chairman of the board. 

The board of directors of a branch of the National Reserve Association will thus 
be composed of— j 

First. A group of directors equal in number to the number of local associations 
composing the district, and this group shall be elected by the local associations, each 
association having one vote. 

Second. A group of directors equal to two-thirds of the foregoing group and 
elected by stock representation. 

Third. A group of directors equal in number to one-third of the first group, 
representing the industrial, commercial, agricultural, and other interests of the 
district, and elected by the votes of the first two groups, each director thus voting 
having one vote. : 

Fourth. The manager of the branch shall be ex officio a member of the board 
of directors of the branch and shall be chairman of the board. (B. 8) 

18. All the members of the board of directors of the branch, except the ex officio 
member, shall at the first meeting of the board be classified in three classes, and the terms 
of office of these three classes shall be, respectively, one, two, and three years. There- 
after members of the board shall be elected for a term of three years. (B. 8) 


(C) DIRECTORS OF THE NATIONAL RESERVE ASSOCIATION 


14. The board of the National Reserve Association shall at first consist of 45 directors, 
and shall be constituted in the following manner: 

First. Six ex officio members, namely, the governor of the National Reserve Associ- 
ation, who shall be the chairman of the board; two deputy governors of the National 
Reserve Association, the Secretary of the Treasury, the Secretary of Commerce and Labor, 
and the Comptroller of the Currency. (B. 9) 

15. Seeond. Fifteen directors to be elected, one by the board of directors of each 
branch of the National Reserve Association. In case the number of districts shall be 
increased hereafter, each additional district shall be entitled to elect an additional director. 
(B. 9) 

16. Third. ‘Twelve directors, who shall be elected by voting representatives of the 
various districts, each of whom shall cast a number of votes equal to the number of shares 
in the National Reserve Association held by all the banks in the district which he repre- 
sents. (B. 9) 

17. Fourth. The twenty-seven directors thus elected shall in turn elect twelve ad- 
ditional members, who shall fairly represent the industrial, commercial, agricultural, and 
other interests of the country, and who shall not be officers of banks. Directors of banks 
shall not be considered as officers. (B. 9) 

18. Not more than three of the directors elected under paragraphs 16 and 17 shail be 
chosen from one district. (B. 9) 

19. At the first meeting of the board all the members of the board, except the ex 
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officio members, shall be classified into three classes, and the terms of office of these three 
classes shall be, respectively, one, two, and three years. Thereafter members of the board 
shall be elected for a term of three years. (B. 9) 

20. No member of any national or State legislative body shall be a director of the 
National Reserve Association, nor of any of the branches, nor of any local association. (B. 9) 


(D) COMMITTEES OF THE NATIONAL RESERVE ASSOCIATION 


21. The directors of the National Reserve Association shall annually elect from their 
number an executive committee and such other committees as the by-laws of the National 
Reserve Association may provide. The executive committee shall consist of nine members, 
of which the governor of the National Reserve Association shall be ex officio chairman and 
the two deputies and the Comptroller of the Currency ex officio members, but not more 
than one of the elected members shall be chosen from one district. (B. 14) 

22. ‘The executive committee shall have all.the authority which is vested in the board 
of directors, except such as may be specifically delegated by the board to other committees 
or to the executive officers, or such as may be specifically reserved or retained by the 
board. (B. 14) 

23. There shall be a board of supervision elected by the board of directors from 
among its number, of which the Secretary of the Treasury shall be ex officio chairman. 
(B. 15) 


(E) EXECUTIVE OFFICERS OF THE NATIONAL RESERVE ASSOCIATION 


24. The executive officers of the National Reserve Association shall consist of a 
governor, two deputy governors, a secretary, and such subordinate officers as may be 
provided by the by-laws. The governor shall be selected by the President of the United 
States from a list submitted by the board of directors, and shall be subject to removal by 
a two-thirds vote of the board of directors for cause. The term of office of the deputies 
shall be seven years, but the two deputies first elected shall serve for terms of four years 
and seven years, respectively. The deputies shall be elected by the board of directors 
and may be removed for cause at any time and their places filled by the board. In the 
absence of the governor or his inability to act, the deputy who is senior in point of ser- 
vice shall act as governor. (B. 10) 


(F) EXECUTIVE OFFICERS OF BRANCHES 


25. Each branch shall have a manager and a deputy manager appointed by the 
governor of the National Reserve Association, with the approval of the executive com- 
mittee. (B. 16) 

26. The powers and duties of the manager and deputy manager and of the various 
committees of the branches shall be prescribed by the by-laws of the National Reserve 
Association. (B. 16) 


(G) EXECUTIVE OFFICERS OF THE LOCAL ASSOCIATIONS 


27. The directors of the local association shall annually elect from among their 
number a president, a vice president, and an executive committee, whose powers and duties 
and terms of office shall be determined by the by-laws of the local association, subject, 
however, to the provisions of this Act. (B. 17) 

28. The local associations, the branches, and the National Reserve Association shall 
each have by-laws which shall provide, among other things, a method of filling vacancies 
on their respective boards of directors. 

The by-laws of the local associations and of the branches shall be subject to the ap- 
proval of the National Reserve Association. (B. 7, 8, and 9) 

[The Act will provide a preliminary organization for the Reserve Association, to re- 
main in effect until the permanent organization created by the foregoing sections can 
be perfected.] (B. 4) 
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FUNCTIONS OF THE LOCAL ASSOCIATIONS 


29. Any member of a local association may apply to such association for a guaranty 
of the commercial paper which it desires to rediscount at the branch of the National 
Reserve Association in its district. Any such bank receiving a guaranty from a local 
association shall pay a commission to the local association, to be fixed in each case by 
its board of directors. The guaranty of the local association, in the event of loss, shall 
be met by the members of the local association in proportion to the ratio which their 
capital and surplus bears to the aggregate capital and surplus of the members of the local 
association, and the commission received for such guaranty, after the payment of expenses 
and possible losses, shall be distributed among the several banks of the local association 
in the same proportion. A local association shall have authority to require security from 
any bank offering paper for guaranty, or it may decline to grant the application. (B. 20) 

30. The total amount of guaranties by a local association to the National Reserve 
Association shall not at any time exceed the aggregate capital and surplus of the banks 
forming the guaranteeing association. (B. 20) 

31. Any local association may by a vote of three-fourths of its members and with the 
approval of the National Reserve Association, assume and exercise such of the powers and 
functions of a clearing house as are not inconsistent with the purposes of this Act. The 
National Reserve Association may require any local association to perform such services in 
facilitating the domestic exchanges of the Reserve Association as the public interests may 
require. (B. 21) 

82. The local associations shall appoint examiners, who shall have authority to ez- 
amine into the condition of the banks composing the association under such regulations as 
may be adopted by the local association, with the approval of the National Reserve Asso- 
ciation. Copies of the reports of these examinations shall upon request be furnished to the 
executive officers of the National Reserve Association and of its branches. (In the Bill no 
corresponding provisions. ) 

33. A local association may by a vote of two-thirds of its members suspend a bank 
from the privileges of membership for a failure for thirty days to maintain its reserves, 
or to make the reports required by this Act, or for misrepresentation in any report or exami- 
nation as to its condition or as to the character or extent of its assets or liabilities. (B. 22) 


FUNCTIONS OF THE NATIONAL RESERVE ASSOCIATION 


84. All of the privileges and advantages of the National Reserve Association shall 
be equitably extended to every bank of any of the classes herein defined which shall sub- 
scribe to its proportion of the stock of the National Reserve Association and shall other- 
‘wise conform to the requirements of this Act. (B. 22) 

35. The Government of the United States and those banks owning stock in the Na- 
tional Reserve Association shall be the sole depositors in the National Reserve Association. 
All domestic transactions of the National Reserve Association shall be confined to the 
Government and the subscribing banks, with the exception of the purchase or sale of Gov- 
ernment or State securities or securities of foreign Governments or of gold coin or bullion. 
(B. 24) 

86. The Government of the United States shall deposit its cash balance with the 
National Reserve Association, and thereafter all receipts of the Government shall be de- 
posited with the National Reserve Association, [except that when necessary the Government 
may designate national banks for that purpose in cities where there is no branch of the 
National Reserve Association].* All disbursements by the Government shall be made 
through the National Reserve Association. (B. 23) 

37. The National Reserve Association shall pay no interest on deposits. (B. 25) 

38. The National Reserve Association may rediscount for and with the indorsement 
of any bank having a deposit with it, notes and bills of exchange arising out of com- 
mercial transactions. (This language, whenever used, is intended to apply to all notes and 
bills of exchange issued or drawn for agricultural, industrial, or commercial purposes, and 
not for carrying stocks, bonds, or other investment securities.) 


* Provision for designation of national banks omitted from final bill. 
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Such notes and bills must have a maturity of not more than 28 days, and must have 
been made at least 30 days prior to the date of rediscount. The amount so rediscounted 
shall in no case exceed the capital of the bank applying for the rediscount. The aggregate 
of such notes and bills bearing the signature or indorsement of any one person, company, 
corporation, or firm, rediscounted for any one bank, shall at no time exceed 10 per cent 
of the capital and surplus of said bank. (B. 26) 

89. The National Reserve Association may also rediscount, for and with the indorse- 
ment of any bank having a deposit with it, notes and bills of exchange arising out of com- 
mercial transactions as hereinbefore defined, having more than 28 days, but not exceeding 4 
months, to run, but in such cases the paper must be guaranteed by the local association 
of which the bank asking for the rediscount is a member. (B. 27) 

40. Whenever, in the opinion of the governor of the National Reserve Association, the 
public interests so require, such opinion to be concurred in by the executive committee of 
the National Reserve Association and to have the definite approval of the Secretary of 
the Treasury, the National Reserve Association may discount the direct obligation of a 
depositing bank, indorsed by its local association, provided that the indorsement of the local 
association shall be fully secured by the pledge and deposit with it of satisfactory securities, 
which shall be held by the local association for account of the National Reserve Association ; 
but in no such case shall the amount loaned by the National Reserve Asscciation exceed three- 
fourths of the actual value of the securities so pledged. (B. 28) 

41. The rates of discount which the National Reserve Association shall have authority 
to fix from time to time shall be published when fixed, and shall be uniform throughout the 
United States. (B. 30) 

42. The National Reserve Association may, whenever its own condition and the general 
financial conditions warrant such investment, purchase [to a limited amount]* from a 
subscribing bank acceptances of banks or houses of unquestioned financial responsibility. 
Such acceptances must have arisen out of commercial transactions, must have not exceeding 
90 days to run, and must be of a character generally known in the market as prime bills. 
Such acceptances shall bear the indorsement of the subscribing bank selling the same, which 
indorsement must be other than that of the acceptor. (B. 32) 

43. The National Reserve Association may invest in United States bonds and in short- 
term obligations—that is, obligations having not more than one year to run—of the United 
States or its dependencies, or of any State, or of foreign governments. (B. 83) 

44, The National Reserve Association shall have power at home and abroad to deal 
in gold coin or bullion, to grant loans thereon, and to contract for loans of gold coin or 
bullion, and to give therefor, when necessary, acceptable security, including the hypothe- 
cation of any of its holdings of United States bonds. (B. 34) 

45. 'The National Reserve Association shall have power to purchase from its sub- 
scribers and to sell, with or without its indorsement, checks or bills of exchange payable 
in England, France, or Germany, and in such other foreign countries as the board of the 
National Reserve Association may decide. ‘These bills of exchange must have arisen out of 
commercial transactions, must have not exceeding 90 days to run, and must bear the 
signatures of two or more responsible parties, of which the last one shall be that of a 
subscribing bank. (B. 85) 

46. The National Reserve Association shall have power to open and maintain banking 
accounts in foreign countries and to establish agencies in foreign countries for the purpose 
of purchasing and selling and collecting foreign bills of exchange, and it shall have authority 
to buy and sell, with or without its indorsement, through such correspondents or agencies, 
checks or prime foreign bills of exchange which have arisen out of commercial transactions, 
which have not exceeding 90 days to run, and which bear the signatures of two or more 
responsible parties. (B. 36) 


DOMESTIC EXCHANGES 


47. It shall be the duty of the National Reserve Association or any of its branches, 
upon request, to transfer any part of the deposit balance of any bank having an account 
with it to the credit of any other bank having an account with the National Reserve 


* Omitted from final bill. 
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Association. If a deposit balance is transferred from the books of one branch to the books 
of another branch, it may be done, under regulations to be prescribed by the National 
Reserve Association, by mail or telegraph at rates to be fixed at the time by the executive 
committee of the branch at which the transaction originates. (See also sec. 72.) (B. 37) 


FUNCTIONS OF NATIONAL BANKS 


48. In addition to the rights now conferred by law, national banks shall be author- 
ized to accept commercial paper drawn upon them, having not more than four months to 
run, properly secured, and arising out of commercial transactions. The amount of such 
acceptances outstanding shall not exceed one-half the capital and surplus of the accepting 
bank, and shall be subject to the restrictions of section 5200 of the Revised Statutes. (B. 31) 

49. The organization of banks to conduct business in foreign countries and in the 
dependencies of the United States shall be authorized. The stock of such banks may be 
held by national banks, but the aggregate of such stock held by any one bank shall not 
exceed 20 per cent of the capital of that bank. 

The bank so organized may have an office in the United States, but shall not receive 
deposits in the United States nor compete with national banks for domestic business not 
necessarily related to the business being done in foreign countries or in the dependencies of 
the United States. (B. 57) 

50. National banks shall be given the right, under proper restrictions and regulations 
to be defined in the Act, to establish separate savings departments, and to lend, under proper 
restrictions, not more than 40 per cent of their savings deposits upon productive real estate, 
such loans not to exceed 50 per cent of the actual value of the property. (B, 40) 


RESERVES 
(A) RESERVES OF SUBSCRIBING BANKS 


51. All subscribing banks must conform to the following requirements as to reserves 
to be held against deposits of various classes, but the deposit balance of any subscribing 
bank in the National Reserve Association and any notes of the National Reserve Association 
which it holds may be counted as a part of its required reserve. (B. 39) 

52. (1) Demand deposits.—There shall be no change in the percentages of reserve 
required by law to be held against demand deposits by national banks in different localities, 
and hereafter the same percentages of reserve against demand deposits shall be required 
of all subscribing banks in the same localities. (B. 39) 

53. (2) Time Deposits—All time deposits and moneys held in trust payable or 
maturing within 30 days shall be subject to the same reserve requirements as are demand 
deposits in the same locality.. 

All time deposits and moneys held in trust payable or maturing more than 80 days 
from date shall be subject to the same reserve requirements as demand deposits for the 
380 days preceding their maturity, but no reserves shall be required therefor except for this 
period. Such time deposits and moneys held in trust must be represented by certificates 
or instruments in writing and be payable only at a stated time not less than 30 days from 
date of deposit, and must not be allowed to be withdrawn before the time specified without 
30 days’ notice. (B. 39) 

54. (8) Savings Deposits.—Savings deposits to be defined in the Act, shall be sub- 
ject to notice of 30 days or more and ‘shall be covered by a reserve amounting to 40 per cent 
of that required of demand deposits in the same locality. (B. 39) 


(B) RESERVES OF NATIONAL RESERVE ASSOCIATION 


55. All demand liabilities, including deposits and circulating notes, of the National 
Reserve Association shall be covered to the extent of 50 per cent by a reserve of gold (in- 
cluding foreign gold coin and gold bullion) or of other money of the United States which 
the national banks are now authorized to hold as a part of their legal reserve; provided, 
however, that whenever and so long as such reserve shall fall and remain below 50 
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per cent the National Reserve Association shall pay a special tax upon the deficiency of 
reserve at a rate increasing in proportion to such deficiency as follows: For each 2% per 
cent or fraction thereof that the reserve falls below 50 per cent the percentage of taxation 
shall increase at the rate of 1% per cent per annum. (B. 41) 

56. In computing the demand liabilities of the Association a sum equal to one-half 
of the amount of the United States bonds held by the Association which have been pur- 
chased from the national banks, and which had previously been deposited by those banks to 
secure their circulating notes, shall be deducted. (B. 42) 


REPORTS 


57. The National Reserve Association shall make a report, showing the principal 
items of its balance sheet, to the Comptroller of the Currency once a week. These reports 
shall be made public. In addition, full reports shall be made to the Comptroller of the 
Currency coincident with the five reports called for each year from the national banks. 
(B. 438) 

58. All reports of national-bank examiners in regard to the condition of banks shall 
hereafter be made in duplicate, and one copy shall be filed with the National Reserve Asso- 
ciation for the confidential use of its executive officers and branch managers. (B. 45) 

59. All subscribing banks shall, under regulations to be prescribed, make a report 
monthly, or oftener if required, to the National Reserve Association showing the principal 
items of their balance sheets. (B. 44) 


STATE BANKS AND TRUST COMPANIES 


60. A bank or a trust company which is incorporated under the laws of any State 
may subscribe to the capital stock of the National Reserve Association in the same manner 
and under the same conditions as prescribed for national banks, and such subscribing bank 
shall become a member of a local association and have the same rights and privileges therein 
as if it were a national bank; provided—(B. 3) 

61. (1) That (a) if a bank, it shall have a paid-in capital of not less than that re- 
quired for a national bank in the same location; and that (b) if a trust company, it shall 
have an unimpaired surplus of not less than 20 per cent of its capttal, and if located in 
a city of 25,000 inhabitants or less, shall have a paid-in capital of not less than $100,000, 
and in a larger city a proportionately greater capital up to $500,000 in a city of 500,000 
inhabitants or more. (B. 3) 

62. (2) That it shall have and agree to maintain against its demand deposits a 
reserve of like character and proportion to that required by law of a national bank in the 
same location; provided, however, that deposits which it may have with any subscribing 
national bank, State bank, or trust company in a city designated in the national banking laws 
as a reserve city or a central reserve city shall count as reserve in like manner and to the 
same extent as similar deposits of a national bank with national banks in such cities. (B. 3) 

63. (3) That it shall have and agree to maintain against all other classes of deposits 
the percentages of reserve required by this Act. (B. 3) 

64. (4) That tt shall agree to submit to such examinations and to make such reports 
as are required by law and to comply with the requirements and conditions imposed by 
this Act. (B. 3) 


(ae 


NOTE ISSUES 


65. ‘There shall be no further issue of circulating notes beyond the amount now out- 
standing by any national bank. National banks may, if they choose, maintain their present 
note issue, but whenever a bank retires the whole or any part of its existing issue it shall 
permanently surrender its right to reissue the notes so retired. (B. 48) 

66. The National Reserve Association must, for a period of one year, offer to purchase 
at a price not less than par and accrued interest the 2 per cent bonds held by subscribing 
national banks and deposited to secure their circulating notes. The National Reserve 
Association shall take over these bonds and assume responsibility for the redemption (upon 
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presentation) of outstanding notes secured thereby. The National Reserve Association shall 
issue, on the terms herein provided, its own notes as fast as the outstanding notes secured 
by such bonds so held shall be presented for redemption, and may issue other notes from 
time to time to meet business requirements, it being the policy of the United States to retire 
as rapidly as possible, consistent with the public interests, bond-secured circulation and 
to substitute therefor notes of the National Reserve Association of a character and secured 
and redeemed in the manner provided for in this Act. (B. 49) 

67. All provisions of law requiring national banks to hold or to transfer and deliver 
to the Treasurer of the United States United States bonds other than those required to 
secure outstanding circulating notes and Government deposits shall be repealed. (B. 47) 

68. All note issues of the National Reserve Association must be covered to the extent 
of at least one-third by gold or other lawful money, and the remaining portion by bankable 
commercial paper as herein defined or obligations of the United States, but no notes shall 
be issued whenever the lawful money so held shall fall below one-third of the notes out- 
standing. (B. 41 and 50) 

69. Any notes of the Reserve Association in circulation at any time in excess of 
$900,000,0001 which are not covered by an equal amount of lawful money held by the 
association shall pay a special tax at the rate of 1% per cent annum, and any notes 
in excess of $1,200,000,000 not so covered shall pay a special tax at the rate of 5 per cent 
per annum. (B. 51) 

70. The notes are to constitute a first lien upon all the assets of the National Reserve 
Association, and shall be redeemable in lawful money on presentation at the head office 
of the National Reserve Association or any of its branches. (B. 52) 

71. The notes of the National Reserve Association shall be received at par in payment 
of all taxes, excises, and other dues to the United States, and for all salaries and other debts 
and demands owing by the United States to individuals, corporations, or associations, ex- 
cept obligations of the Government which are by their terms specifically payable in gold, 
and for all debts due from or by one bank to another, and for all obligations due to 
a bank. (B. 53) 

72. The National Reserve Association and its branches shall at once, upon appli- 
cation and without charge for transportation, forward its circulating notes to any depositing 
bank against its credit balance. (B. 54) 


UNITED STATES BONDS 


73. Upon the application of the National Reserve Association the Secretary of the 
Treasury shall exchange the 2 per cent bonds bearing the circulation privilege purchased 
from the banks for 3 per cent bonds without the circulation privilege, payable after fifty 
years from the date of issue. (B. 55) 

74. The National Reserve Association shall pay to the Government a special franchise 
tax of 1% per cent annually during the period of its charter upon an amount equal to the 
par value of such bonds transferred to it by the subscribing banks. (B. 56) 

75. The Reserve Association shall agree to hold the 3 per cent bonds so issued during 
the period of its corporate existence, provided that after five years the Secretary of the 
Treasury may at his option permit the Reserve Association to sell not more than fifty 
millions of such bonds annually; and provided further that the United States reserves the 
right at any time to pay any of such bonds before maturity, or to purchase any of them 
at par for the trustees of the postal savings, or otherwise. (B. 55) 

[The effect of this exchange and agreement will be to enable the United States to 
provide permanently for a large part of the public debt at a net interest charge of 1% 
per cent. ] 


1The $900,000,000 and $1,200,000,000 are to be understood as including any national- 
bank notes which may be outstanding at the time. [Foot note in the ‘‘Plan’’]. 


C. Suggested Plan 


(Original Edition) 


CHARTER AND LOCATION 


It is proposed to charter the Reserve Association of America, which will be the 
principal fiscal agent of the Government of the United States. The authorized capital of 
the Reserve Association shall be approximately $300,000,000. The length of its charter shall 
be 50 years. The head office of the association shall. be in Washington, D. C. 

The country shall be divided into 15 districts, and a branch of the Reserve Association 
shall be located in each district. 

The Reserve Association and its branches shall be exempt from State and local tax- 
ation, except in respect to taxes upon real estate owned by it. 


CAPITAL 


Only national banks of the classes hereinafter provided for may subscribe to the capital 
stock of the Reserve Association. A national bank having a minimum capital of at least 
$25,000 may subscribe to an amount of capital stock of the Reserve Association equal to 
20 per cent of the stock of the subscribing national bank, and not less, and each of such 
subscribing banks shall become a member of a local association as hereinafter provided 
for. Fifty per cent of the subscriptions to the capital stock of the Reserve Association 
shall be called in cash; the balance of the subscriptions will remain a liability of the 
stockholders, subject to call. 

Shares of the capital stock of the Reserve Association will not be transferable, and 
under no circumstances may they be owned by any corporation other than the subscribing 
national bank, nor by any individual, nor may they be owned by any national bank in any 
other amount than in the proportion here provided. In the case of a national bank in- 
creasing its capital after it once becomes a subscriber to the stock of the Reserve Association, 
the national bank shall thereupon subscribe for an additional amount of the capital stock 
of the Reserve Association equal to 20 per cent of the national bank’s increase of capital, 
paying therefor its then book value, but only one-half of this additional subscription will 
be called in cash, as hereinbefore provided. In the event of a national bank which is a 
holder of the capital stock of the Reserve Association decreasing its capital, it shall surrender 
& proportionate amount of its holdings of the capital stock of the Reserve Association; or if 
a national bank goes into liquidation, it shall surrender all of its holdings of the capital 
stock of the Reserve Association. The capital of the Reserve Association so surrendered 
shall be cancelled, and the national bank thus surrendering stock in the Reserve Asso- 
ciation shall receive in payment therefor a sum equal to the then book value, as shown on 
the balance sheet of the Reserve Association, of the stock so surrendered. 
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EARNINGS AND DIVIDENDS 


The earnings of the Reserve Association shall be distributed in the following manner: 

After the payment of all expenses and taxes the stockholders shall receive 4 per cent. 
Further earnings shall be divided, one-half to go to the surplus of the Reserve Association 
until that surplus shall amount to 20 per cent of the paid-in capital; one-fourth to go to 
the Government of the United States, and one-fourth to the stockholders; but when the stock 
holders’ dividends shall reach 5 per cent they shall receive no additional distribution. After 
the stockholders receive 5 per cent the earnings shall be divided, one-half to be added to 
the surplus of the Reserve Association and one-half to go to the Government. After the 
stockholders receive 5 per cent per annum and the surplus of the Reserve Association 
amounts to 20 per cent of the paid-in capital, all excess earnings shall go to the Government. 
The minimum dividends to the stockholders shall be cumulative. 


LOCAL ASSOCIATIONS OF NATIONAL BANKS 


All subscribing banks shall be formed into associations of national banks, to be desig- 
nated as local associations. Every local association shall be composed of not less than 
10 banks, and the combined capital and surplus of the members of each local association 
shall aggregate not less than $5,000,000. 

All the local associations shall be grouped into 15 divisions, to be called districts. The 
territory included in the local associations shall be so apportioned that every national bank 
will be located within the boundaries of some local association. Every subscribing national 
bank shall become a member of the local association of the territory in which it is situated. 


DIRECTORS OF LOCAL ASSOCIATIONS 


Each local association shall elect annually a board of directors in the following manner: 

The number of the directors may be determined by the by-laws of the local associations. 
Three-fifths of that number shall be elected by ballot cast by the representatives of the 
banks that are members of the local association, each bank having one representative, and 
each representative one vote, without reference to the size of the bank. Two-fifths of the 
whole number of directors of the local association shall be elected by these same represent- 
atives of the several banks that are members of the association, but in voting for these 
additional directors each representative shall be entitled to as many votes as the bank which 
he represents holds shares in the Reserve Association. At such elections there shall be no 
proxies. The authorized representatives of a bank, as herein provided, must be either 
the president, vice president, or cashier of the bank he represents. 


DIRECTORS OF BRANCHES 


As heretofore provided, all the local associations shall be grouped into 15 divisions, 
and each of these divisions shall be designated a district. There shall be located in each 
district a branch of the Reserve Association. Each of the 15 branches of the Reserve 
Association shall have a board of directors, and those directors shall be elected in the 
following manner: 

The board of directors of each local association shall elect by ballot one member of the 
board of directors of the branch of the Reserve Association. In this manner there will 
thus be elected as many directors of the branch of the Reserve Association as there may be 
local associations in the district in which that branch of the Reserve Association is located. 
In addition to that number there shall be elected a number of the directors equal to two- 
thirds of the number of local associations in the district where the branch is located. Such 
additional directors shall be elected in the following manner: 

There shall be chosen by the banks composing each local association a voting represent- 
ative or proxy holder. In choosing such voting representative each bank shall be entitled 
to as many votes as it holds shares in the Reserve Association. The voting representatives 
of the several local associations which form a district shall then meet at the office of the 
branch and elect an additional number of directors of the branch equal to two-thirds of 
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the number elected directly by the local associations; that is, equal to two-thirds of the 
number of local associations composing the district. Each voting representative at such 
election shall have a number of votes equal to the number of shares in the Reserve Asso- 
ciation held by all the banks composing the local association which he represents. 

The first business of the board of the branch as thus constituted shall be to add to 
its numbers by the election of an additional number of directors equal to one-third the num- 
ber of local associations situated in the district. Such additional directors shall fairly 
represent the industrial, commercial, agricultural, and other interests of the district and 
shall not be officers of banks. Directors of banks shall not be considered as officers. 

The manager of the branch shall be ex officio a member of the board of directors of 
the branch and shall be chairman of the board. 

The board of directors of a branch of the Reserve Association will thus be com- 
posed of— 

First. A group of directors equal in number to the number of local associations com- 
posing the district, and this group shall be elected by the directors of the local association, 
each director having one vote. 

Second. A group of directors equal to two-thirds of the foregoing group and elected 
by stock representation. 

Third. A group of directors equal in number to one-third of the first group, repre- 
senting the industrial, commercial, agricultural, and other interests of the district, and elected 
by the votes of the first two groups, each director thus voting having one vote. 

Fourth. The manager of the branch shall be ex officio a member of the board of 
directors of the branch and shall be chairman of the board. 

All the members of the board of directors of the branch, except the ex officio member, 
shall, at the first meeting of the board, be classified into three classes, and the terms of 
office of these three classes shall be, respectively, one, two, and three years. Thereafter 
members of the board shall be elected for a term of three years. 


DIRECTORS OF THE RESERVE ASSOCIATION 


The board of the Reserve Association shall consist of 45 directors, and it shall be com 
posed in the following manner: . 

First. Six ex officio members, namely, the governor of the Reserve Association, who 
shall be chairman of the board; two deputy governors of the Reserve Association, the Secre- 
tary of the Treasury, the Secretary of Commerce and Labor, and the Comptroller of the 
Currency. 

Second. Fifteen directors to be elected, one by the board of directors of each branch 
of the Reserve Association. They shall be elected by ballot, each member of the branch 
board having one vote. 

Third. Twelve directors, who shall be elected by voting representatives, one repre- 
senting the banks embraced in each district. Each voting representative shall cast a num- 
ber of votes equal to the number of shares in the Reserve Association held by all the banks 
in the district which he represents. 

Fourth. The board as thus constituted shall select 12 additional members, who shall 
fairly represent the industrial, commercial, agricultural, and other interests of the country, 
and who shall not be officers of banks. Directors of banks shall not be considered as officers. 

At the first meeting of the board all the members of the board, except the ex officio 
members, shall be classified into three classes, and the terms of office of. these three classes 
shall be, respectively, one, two, and three years. Thereafter members of the board shall 
be elected for a term of three years. 

No member of any national or State legislative body shall be a director of the Reserve 
Association, nor of any of the branches, nor of any local association. 

The directors of the Reserve Association shall annually elect an executive committee 
and such other committees as the by-laws of the Reserve Association may provide. The 
executive committee shall consist of nine members, of which the governor of the Reserve 
Association shall be ex officio chairman and the two deputies and the Comptroller of the 
Currency ex officio members. 

The executive committee shall have all the authority which is vested in the board of 
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directors, except such as may be specifically delegated by the board to other committees 
or to the executive officers. 

‘There shall be a board of supervision elected by the board of directors from among 
its number, of which the Secretary of the Treasury shall be ex officio chairman. 


EXECUTIVE OFFICERS OF THE RESERVE ASSOCIATION 


The executive officers of the Reserve Association shall consist of a governor, two deputy 
governors, a secretary, and such subordinate officers as may be provided by the by-laws, 
The governor and deputy governors shall be selected by the President of the United States 
from a list submitted by the board of directors. The governor shall be subject to removal 
by the President of the United States for cause. The term of office of the deputies shall 
be seven years, but the two deputies first appointed shall be for terms of four years and 
seven years respectively. 

In the absence of the governor or his inability to act, the deputy who is senior in 
point of service shall act as governor. 


EXECUTIVE OFFICERS OF BRANCHES 


Each branch shall have a manager and a deputy manager. They shall be appointed 
by the governor of the Reserve Association, with the approval of the executive committee. 
The powers and duties of the manager and deputy manager and of the various com- 
mittees of the branches shall be prescribed by the by-laws of the Reserve Association. 


FUNCTIONS OF THE LOCAL ASSOCIATIONS 


Any member of a local association may apply to that local association for a guaranty 
of the commercial paper which it desires to rediscount at the branch of the Reserve Associ- 
ation in its district. Any such bank receiving a guaranty from a local association shall pay 
a commission to the local association, to be fixed from time to time by the board of directors 
of that local association. The guaranty of the members of the local association, in the 
event of loss, shall be met by the members of the local association in the proportion to the 
ratio which their capital and surplus bears to the aggregate capital and surplus of the local 
association, and the commission received for such guaranty, after the payment of losses and 
expenses, shall be distributed among the several banks of the local association in the same 
proportion. A local association shall have authority to require additional security from 
any bank offering paper for guaranty, or may decline to grant the application. 

The total amount of guaranties by a local association to the Reserve Association shall 
not at any time exceed the aggregate capital and surplus of banks forming the guaranteeing 
association. 


FUNCTIONS OF THE RESERVE ASSOCIATION 


All of the privileges and advantages of the Reserve Association shall be equitably ex- 
tended to every national bank of any of the classes herein defined who shall subscribe to 
its proportion of the stock of the Reserve Association and shall otherwise conform to the 
requirements of this act. 

The Government of the United States and those national banks owning stock in the 
Reserve Association shall be the sole depositors in the Reserve Association. All domestic 
transactions of the Reserve Association shall be confined to the Government and the sub- 
scribing banks, with the exception of the purchase or sale of Government or State securities 
or securities of foreign governments or of gold coin or bullion. 

The Government of the United States shall deposit its cash balance with the Reserve 
Association and thereafter all receipts of the Government shall be deposited with the 
Reserve Association or (when necessary) with such national banks as the Government may 
designate for that purpose in cities where there is no branch of the Reserve Association. 
All disbursements by the Government shall be made through the Reserve Association. 

The Reserve Association shall pay no interest on deposits. 
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The Reserve Association may rediscount notes and bills of exchange arising out of 
commercial transactions, for and with the indorsement of any bank having a deposit with it. 
Such notes and bills must have a maturity of not more than 28 days, and must have been 
made at least 30 days prior to the date of rediscount. 'The amount so rediscounted shall in 
no case exceed the capital of the bank applying for the rediscount. The aggregate of such 
notes and bills bearing the signature or indorsement of any one person, company, corporation, 
or firm, rediscounted for any one bank, shall at no time exceed 10 per cent of the capital 
and surplus of said bank. 

The Reserve Association may also rediscount for any deporting bank notes and bills 
of exchange, arising out of commercial transactions, having more than 28 days, but not 
exceeding four months, to run, but in such cases the paper must be guaranteed by the 
local association of which the bank asking for the rediscount is a member. 

Whenever, in the opinion of the governor of the Reserve Association, the public interests 
so require, such opinion to be concurred in by the executive committee of the Reserve 
Association and to have the definite approval of the Secretary of the Treasury, the Reserve 
Association may discount the direct obligation of a depositing bank, indorsed by its local 
association, provided that the indorsement of the local association shall be fully secured 
by the pledge and deposit with it of satisfactory securities, which shall be held by the local 
association for account of the Reserve Association; but in no such case shall the amount 
loaned by the Reserve Association exceed two-thirds of the actual value of the securities 
so pledged. 

The rate of discount of the Reserve Association, which shall be uniform throughout 
the United States, shall be fixed from time to time by the executive committee and duly 
published. 

The Reserve Association may, whenever its own condition and the general financial 
conditions warrant such investment, purchase to a limited amount from a depositing bank 
acceptances of banks or houses of unquestioned financial responsibility. ‘Such acceptances 
must arise from commercial transactions and have a maturity not exceeding 90 days, and 
must be of a character gererally known in the market as prime bills. Such acceptances 
shall also bear the indorsement of the depositing bank selling the same, which indorsement 
must be other than that of the acceptor. 

The Reserve Association may invest in United States bonds and in short-term epliow 
tions—that is, obligations having not more than one year to run—of the United States, 
or of any State, or of certain foreign governments to be named in the act. 

The Reserve Association shall have power at home and abroad to deal in gold coin or 
bullion, to grant loans thereon, and to contract for loans of gold coin or bullion, giving, 
when necessary, acceptable security for their repayment. 

The Reserve Association shall have power to purchase from its depositors and to sell, 
with or without its indorsement, checks or bills of exchange payable in England, France or 
Germany, and in such other foreign countries as the board of the Reserve Association 
may decide. These bills of exchange must arise from commerical transactions and be of a 
maturity not exceeding 90 days, and shall bear the signatures of at least three responsible 
parties, of which the last one shall be that of a depositing bank. 

The Reserve Association shall have power to open and maintain banking accounts in 
foreign countries and to establish agencies in foreign countries, for the purpose of pur- 
chasing and selling and collecting foreign bills of exchange, and it shall have authority 
to buy and sell, through such agencies, prime foreign bills of exchange arising from com- 
mercial transactions, running for a period not exceeding 90 days, and bearing the signa- 
tures of two or more responsible parties. 


DOMESTIC EXCHANGES 


It shall be the duty of the Reserve Association or any of its branches, upon request, 
to transfer any part of the deposit balance of any national bank having an account with 
it to the credit of any other bank having an account with the Reserve Association. If a 
deposit balance is transferred from the books of one branch ‘of the Reserve Association 
to the books of another branch, it may be done by mail or telegraph upon terms to be fixed 
from time to time by the executive committee. k 
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FUNCTIONS OF NATIONAL BANKS 


In addition to the rights now conferred by law, national banks shall be authorized 
to accept commercial paper drawn upon them, having not more than 90 days to run, properly 
secured, and arising out of commercial transactions. The amount of such acceptances shall 
not exceed one-half the capital and surplus of the accepting bank. 

National banks shall not have authority to establish branches except in the city or 
town in which they are located.* 

The organization of banks to conduct business in foreign countries shall be authorized. 
The stock of such banks may be held by national banks. The bank so organized may have 
an office in the United States, but shall not compete with national banks for domestic busi- 
ness not necessarily related to the business being done in foreign countries. 

There shall be established a new class of national banks, to be known by a specifically 
designated name. Such banks may have savings departments and may make properly 
secured loans on real estate; such loans to be restricted to a certain proportion of the 
aggregate time and savings deposits in the bank. The reserve requirement in such banks 
will be less against savings and time deposits than against demand deposits. 

Another class of national banks shall be authorized, which shall be in effect national 
trust companies, to be designated by some appropriate name and to exercise all the functions 
and have all the privileges, including length of charter, which are given to trust companies 
by the laws of. the various States. These national institutions shall be subject, like other 
national banks, to inspection and examination by the National Government. 

There shall be no change in the percentage of reserve required by law to be held 
against demand deposits by national banks, except as otherwise provided herein, but ‘the 
deposit balance of any national bank in the Reserve. Association shall be counted as a 
part of its legal reserve. 


REPORTS TO THE COMPTROLLER 


The Reserve Association shall make a report, showing the principal items of its balance 
sheet, to the Comptroller of the Currency once a week. These reports shall be made public. 
In addition, full reports shall be made to the Comptroller of the Currency coincident with 
the five reports called for each year from the national banks. 

All reports of national-bank examiners in regard to the condition of national banks 
shall hereafter be made in duplicate, and one copy shall be filed with the Reserve Asso- 
ciation for the confidential use of its executive officers. 

National banks of all classes shall hereafter make a weekly report to the Comptroller 
of the Currency showing the principal items of their balance sheets, such reports to he 
available for the use of the executive officers of the Reserve Association. 


NOTE ISSUES 


There is hereafter to be no further issue, beyond the amount now outstanding, of 
bank notes by national banks. National banks may, if they choose, maintain their present 
note issue, but whenever a bank retires the whole or any part of its existing issue it will 
permanently surrender its right to reissue the notes so retired. 

The Reserve Association must, for a period of one year, offer to purchase at 
(a price not less than par and accrued interest) the 2 per cent bonds now held by national 
banks and deposited to secure their circulating notes. The Reserve Association shall 
take over these bonds with the existing currency privilege attached and assume responsibility 
for the redemption (upon presentation) of outstanding notes secured thereby. The 
Reserve Association shall issue, on the terms herein provided, its own notes as fast as 
the outstanding notes secured by such bonds so held shall be presented for redemption, 
it being the policy of the United States to retire as rapidly as possible, consistent with 
the public interests, bond-secured circulation and to substitute therefor notes of the Reserve 
Association of a character and secured and redeemed in the manner provided for in this act. 

The Reserve Association agrees to hold, for a period of not less than 10 years, the 
bonds so purchased, or any Government security which may be exchanged for them by 
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refunding or otherwise. The Reserve Association, however, shall have the right, with the 
approval of the Secretary of the Treasury, after two years to dispose annually of $50,000,000 
of the bonds held by it to secure circulation. The Government reserves the right at all 
times to purchase at par from the Reserve Association, through the trustees of the postal 
savings bank or otherwise, any or all of such bonds so held. 

If the Government should adopt the policy of issuing securities at a higher rate of 
interest than 2 per cent, the Reserve Association shall have the right to exchange at par 
the Government bonds which it may have acquired from the national banks, previously 
held by them to secure circulation, for any bonds bearing interest at a rate not exceeding 
3 per cent, but in that event the amount of annual taxes to be paid on notes based upon 
such new securities shall be as much greater as the interest rate of the new securities 
shall exceed 2 per cent. 

To illustrate: If the Government should decide hereafter to issue a 2% per cent 
bond, the rate of taxation on currency issued by the Reserve Association thereon would 
be 1 per cent, instead of one-half of 1 per cent, as on the existing twos, and upon a 3 per 
cent bond the rate of taxation would be 1% per cent. 

In addition to the authority to issue notes to replace any national-bank notes outstand- 
ing at the time of the organization of the Reserve Association, it shall have the right to issue 
additional circulating notes as follows: The whole or any part of the first $100,000,000 
of such additional notes shall pay to the Government an annual tax of 3 per cent; above 
$100,000,000 and not more than $200,000,000 may be issued at an annual tax of 4 per 
cent; above $200,000,000 and not more than $300,000,000 may be issued at an annual 
tax of 5 per cent; all above $300,000,000 shall pay an annual tax of 6 per cent. 

All note issues of the Reserve Association must be covered to the extent of at least 
one-third by gold or other lawful money, and the remaining portion by bonds of the United 
States or bankable commercial paper as herein defined, or both. (It should be provided 
either that the Reserve Association may also hold in its reserve foreign coin, or that the 
Treasury will issue gold certificates against foreign coin.) The notes are to constitute a 
first lien upon all the assets of the Reserve Association, and adequate provision must be 
made for their immediate redemption in lawful money on presentation at the head office 
of the Reserve Association or any of its branches. 

The notes of the Reserve Association shall be received at par in payment of all taxes, 
excises, and other dues to the United States, and for all salaries and other debts and de- 
mands owing by the United States to individuals, corporations, or associations, except 
obligations of the Government which are by their terms specifically payable in gold, and 
for all debts due from or by one national bank to another, and for all obligations due to 
a national bank. 

The Reserve Association shall at once, upon application and without charge for trans- 
portation, forward its circulating notes to any depositing bank against its credit balance, 


D. ‘Tables 


TABLE I.—DISTRIBUTION OF GOLD COIN AND BULLION IN 
THE UNITED STATES, J UNE 30, 1912.* 
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orate oe et micron ata. Nal Wak een le se $1,753,134,114 


* Director of the Mint. 


TABLE II.—DEsT oF THE UNITED STATES, AND Bonps on 
DeEposiT, JUNE 30, 1912. 


Bonds Bonds | 

Class Bonded | an Reposit, | “fo Secure 
Circulation Dean’ 
Wes. Consols of 1930. (2s)... eeu se os $646,250,150 | 600,248,300] 12,646,700 
U.S. Loan, 1908-1918 (3s) ............ 198,792,660 19,344,620 3,733,300 
Miter an, L925 (AS i Fs oes seme nein ee 5 162,315,400 | $ 23,790,000 | $ 3,716,000 

Panama Canal loan: 

preries OF) 1906 (2s) iiiie sais os oie a 9 54,631,980} 52,397,840 1,546,500 
Series) Of 1908 428 )0 ss 5d so eieial wna 30,000,000 | 28,712,980 712,000 
METAS NOE NAOT I (SS) 6 UPL Us. dca sdb SOOO 000) Fiisigsis sapelcice 16,218,000 
Philippine loans and railway bonds (4s)| .........-.. |... eee eeeee 4,678,000 
PEE RICO REOATAG MAG) Vi Po clas) sicietora ciel above laraye Pigeta ¥ sia io ow es #6 [h oeie fon 0 elelaves 744,000 
PCH RCts OF OLUINIA DONS (5.655) 5h oP ules ie Liaie lee eeePe gas was tig sible 847,000 
derenory Of Eiawai bonds (various) \).- | \5..2 666 e 8 bene cameos 685,000 
ptave, city, and railroad bonds (various) |)... en s.es bese ssc e ee 2,783,000 
U. S. Postal Savings bonds (2%%s)* .... MODI OO Yc brevel ota alleis Uunilniele gslieha west aie 
POUAUT (i gehen st ently: da ors whales GaN) sae $1,142,449,470 | $724,493,740 | $48,309,500 


United States Notes (“greenbacks”) issued during the Civil War.. | $346,681,016 


* U, S. Bonds not available for note circulation. 
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TABLE JII.—Wor.Lp’s PropucTION oF GOLD, CALENDAR 
YEAR, 1910.* 


COUNTRIES Ounces (fine) Value 
North America: 
United /States nice tase sineerne eis 4,657,017 96,269,100 
Canada te ie foes neu aw er eee 493,707 10,205,800 
INFCRIGO Ue ee nice aeceeee ote eee 1,205,051 24,910,600 
JX ay (es MON Ae PA Rtn ae ae LRM EES 5 8,474,809 175,189,900 
WMUStT alasia | (ies SRN AR ROE IES Gk ca Veodee mans 3,167,140 65,470,600 
Europe: 
Austria-Hungary yo. oi. see ee eel 105,101 2,172,600 
PUVA COS ID we) RHO dc sikly agen aay hy Caan 67,754 1,400,600 
RRELIMANY) (84. joie oleate ste ha eho menteeys 3,042 62,900 
Greate Britain oes (eee wee ees 1,041 21,500 
Lah ys es ee een ero coieke emer ten 1,430 29,600 
PRUSSIA o/ate storable a atte ela cence atime 1,721,163 35,579,600 
South America: 
Argentinae 2.6 dclasee eink ee ne 8,372 173,100 
Bolivia iota oe A one eae eee 22,429 453,600 
Chile se os he Oe 2s Scie cs eles Ce oO OR UE aN tite Decent a 
BTag ye oh eho emt an alae ee Lp ene 94,557 1,954,700 
Colombiat icc 0.8 bie Rae Sot, Seren ae : 163,022 3,370,000 
PRUaOE H.. ora baat re Gee een ae ee 12,054 249,200 
Guiana: 
British 4: \c'5 tue teen coe eee 57,697 1,192,700 
French ec eclict Aenean emer hee 97,029 2,005,800 
Perny cassie seit Aaa eae 24,890 514,500 
Veneznela 65. or eenln leche oe eee 16,472 340,500 
Central (Americas as oe ee eae ree 225,302 4,657,400 
Asia: 
British (india? 2)... «SU o ee cues 518,502 10,718,400 
CHiN Wei tecte e oaeia hey aetna oe 176,960 3,658,100 
East Indies: 
PS TULISH GC cpd ar cict evens Sea aoe ele 69,988 1,446,800 
Dota eace ecg: ce aaa ay ae 21,996,297 $4.54,703,900 


*Report of the Director of the Mint, 1911. 
**Including countries with smaller production not shown in the table. 
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TABLE V.—CONDENSED STATEMENT OF RESOURCES AND LIA- 
BILITIES OF ALL REPORTING BANKS OF THE UNITED 
STATES ON JUNE 7, 1911.* 


{Includes national, State, savings, private banks and loan and trust companies. ] 


Resources (in Millions of Dollars) 


| 


z 4 
23 Al eee g 
Ee g B an eg | & 2 
~~ 
Be a | gs | Sa | # eee 
2 8 lO 2 R 
STATES ue on Wiel i Blea Fea & 2 
5 o rs) TO 5 n a0) 
mis a> ox ao i 
~ on 3 SO g La ° iv 3 a 
SOs 2 n Sones nw ° em) 
end | a | ge ] 88 | oa | a pe 3 
Ros 5 Sa cae) Son a = £ 
# q 
New England States 1)...... | 6,660,000} 1,079 |$ 1,627.21$ 915.3 |$ 215.5 |$ 90.31$ 85.21$ 2,933.7 
Eastern States 2) ....secceses 21,665,000] 2,844 4,947.2] 2,695.3 976.7 761.2 629.1} 10,009.4 
Southern Statesis)s.ciasesanae 26,327,000} 5,765 1,401.6 239.9 306.8 112.4 118.0} 2,178.6: 
Middle Western States 4).... | 26,182,000] 8,167 3,467.2 816.3 843.4 412.8 218.5] 5,758.2 
Western States 5)...... ere ltrersie 7,660,000} 4,899 676.4 111.7 205.0 70.6 49.8} 1,113.4 
Pacific States 6) ..........6.5 5,559,000] 1,604 895.5] 265.2 230.8 98.2 83.9} 1,573.6 
United States............ 94,053,000] 24,358 $13,015,11$5,043. 7 |$2,778.2 $1,545.5 |$1,184.5]$23,567.1 
Liabilities (in Millions of Dollars) 
Surplus it Due to 
STATES Capital | and Un- | Individual reales Banks Bp kr 
Stock | divided | Deposits | peposits an ities 
Profits Bankers 


New England States ....| $139.5/$ 254.3] $2,323.4| $4.6 |$ 137.8] $ 74.0 
Eastern States ..........| 600.0] 1,066.4] 6,676.91 9.9 | 1,337.5| 318.7 
Southern States .........] 334.9] 193.0] 1,283.3] 8.6 150.6| 208.9 
Middle Western States ...| 561.5] 375.0] 3,759.5] 12.8 761.7) 287.7 
Western States .........| 138.3] 68.0 742.0; 6.1 90.9 68.1 
Pacific States ........ BO pres rg Wee as Lesstesd yee Mis heed MN Unset 135.5 74.0 


United States........ |$1,945.6|$2,062.0| $15,866.4| $48.1 | $2,614.0] $1,030.9 


* Comptroller of the Currency, Annual Report 1911. 
1) Maine, New Hampshire, Vermont, Massachusetts, Rhode Island, Connecticut. 
2) New York, New Jersey, Pennsylvania, Delaware, Maryland, District of Columbia. 


3) Virginia, West Virginia, North and South Carolina, Georgia, Florida, Alabama, Mississippi,. 
Louisiana, Texas, Arkansas, Kentucky, Tennessee. 


4) Ohio, Indiana, Illinois, Michigan, Wisconsin, Minnesota, Iowa, Missouri. 


5) North and South Dakota, Nebraska, Kansas, Montana, Wyoming, Colorado, New Mexico, 
. Oklahoma. 


6) Washington, Oregon, California, Idaho, Utah, Nevada, Arizona, Alaska. 
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216 ALDRICH PLAN—MODERN BANKING 


TABLE VII.—CLASSIFICATION OF NATIONAL BANKs, 
SEPTEMBER 1, 1911.* 


Total Amount 


Capital Number | Percent of Capital Percent 

Pea Ba wve-ale igs osioPoespab arate ators intnlavatele tage 1,966 26 .93 $49,105,222 4.79 
Over $25,000 and less than $50,000.... 372 5.09 12,591,827 1.23 
$50,000 and less than $100,000........ 2,297 31.46 122,973,320 11.98 
$100,000 and less than $250,000....... 1,994 27.31 251,598,385 24,54 
$250,000 and less than $1,000,000 .... 495 6.78 197,016,930 19.22 
$1,000,000 and less than $5,000,000 ... 161 2.21 932,155,700 22 . 64 
$5,000,000 and :OVEr (is im, dalstsics olelerele 16 .29 160,000,000 15.60 

Ota leee sok cate a nica 7,301 | 100.00} $1,025,441,384 {100.00 


* Comptroller of the Currency, Annual Report 1911. 


TABLE VIII.—GoLD IN THE TREASURY AND IN THE ASE 
OF THE UNITED STATES.* 


(In Millions of Dollars) 


UES: National State 
Treasury Banks Banks All Banks . Total 
June 1, 1912 | June 14, 1912] June 7, 1911 
Gold coin and bullion .. 165.9 149.2 79 4 228 .6 394.5 
Gold certificates ........ 97.3 356.6 189.2 545.8 643.1 
Clearinghouse certificates — 80.4 — 80.4 80.4 
263.2 586.2 268.6 854.8 1,118.0 


* Comptroller of the Currency. 
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TABLE LX.—GOLD AND SILVER IN THE EUROPEAN CENTRAL 
BANKS, JUNE 6, 1912. 


ROLAND re oo ors eins 8 selene nies a (0 
BER ANCE lars ec7 ie aictele aeterersicie\e = 
ORETIMIAD Yap ie sb) icine «0 aie s/s0;e\e 


PIGALN cise 315s seid «>» Nees tart oe 
REG Ge cris sites “itictsiee no's wee sass 
Netherlands ..... Me Lat eie sobs ote 
PVOLOTUIY 's\c1s, <a;0) ace 5 Srigty Meccipicn 
Sweden ...... Ferran cia iee tor ih ra 


IS GEWAY Nc occ tierce wien crees'e's's 9 ¢ 


Gold 


$197,324,452 


628,959,640 
218,757,553 
728,896,800 
255,585,300 
82,605,200 
205,252,000 
58,733,500 
31,984,134 
93,246,050 
31,040,000 
10,340,200 


$2,472,724,828 


Silver 


$158,532,338 


86,330,000 
38,479,900 
61,085,750 
147,163,550 
17,702,500 
4,866,490 
15,992,065 


e@eoveeeeeee 
e@oeoeeveeeee 


eooeeereoecese 


$530,152,593 


Total 


$197,324,452 


787,491,978 
305,087,553 
767,376,700 
316,671,050 
229,768,750 
292,954,500 
63,599,990 
47,976,199 
93,246,050 
31,040,000 
10,340,200 


$3,002,877,422 
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Agriculture: 
Secretary of, 71, 72. 
Real estate loans, 53, 1038. 
Staple products and credit facilities, 22, 
108, 114, 171-172. 
Representation in the N. R. A. and 
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Banks: 
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State Banks and Trust Companies.) 
American, for foreign countries, 56, 106- 
109, 148. 
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Usefulness of, in trade and industry, 33. 
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by, 19, 33, 102. 

Money market and, 18, 34. 

By national banks, 19, 56, 100-102 
139, 142-146, 147. 

Private bankers, 102. 

Overexpansion of credit through, 145- 
146. 

Discount of, at the N. R. A., 94, 95, 
131. 


Bank Examination: 
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Bank Failures: 
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In crises, 23. 
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19,0 82. 88, 18%) La Oy Lod: 

Tax on circulation, 6, 82. 

Of the national banks replaced by notes 
of the N. R. A., 56, 78-82, 115-120, 
137-138. 
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Government debts as security for, of the 
INVER UA TOMS 7 S8.6n 

Redemption of, by the N. R. A., 88. 

Overexpansion of credit through the N. 
TALS Ze ahGy 

Denomination, 118-119. 

Gold reserve, 77, 83. 

“Uncovered” notes, 44-45, 47, 83, 117. 

Legal tender, 88. 
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Ofathe Nie vA Oe G4 OOOO TO, 
(eo T6sn98. 

Of American banks for foreign countries, 
107, 109, 189, 148, 149. 


Bills of Exchange: 
(See Bank Acceptances.) 


In the U. S., 17-22, 51-52, 142. 

Promissory notes, 19, 142. 

Use of, in domestic business, 32-33. 

Standardization of, by bank acceptances, 
18, 33, 142-146. 

Prime bills in Europe, 34. 

“Private discount,’’ 34, 125. 

Rates of discount, 33. 

“Private’’ rate of discount, 34, 125, 142. 

As investment for ‘‘surplus funds,”’ 18, 
20-21, 32, 34, 35. 

Note circulation and, 29-30, 44-47. 

Money market and, 18, 31-36. 

Business of the N. R. A. in domestic, 
92-97, 130-1338, 150. 

Limitation on discount business of the 
N. R. A., 92, 98, 95-97, 122-136. 
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N. R. Aw: 
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Bills guaranteed by the local asgsocia- 
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Discount of, for non-members, 150. 
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by the N, R.A.) 223) 125) 150: 
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132, 150. 
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150. 
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bills, 90, 93, 95, 184-136. 
Foreign bills and gold policy, 37, 51, 
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(See Directors of the N. R. A, 
Branches of the N. R. A, 
Local Associations. ) 
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(See Bank Examination.) 


Bonds: 
(See Government Bonds.) 


Other than government bonds used in 
emergency, 24, 27, 79. 


Branches of the N. R. A: 


Location, 67-68, 76. 

Organization, 70-71. 

Management, 71. 

Functions, 72, 73, 92, 93, 1386. 

Participation in the election of directors 
of thei Nw Royal 72, 17s. 
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(See Surplus Funds.) 


Wall Street and, 21-22, 153-154. 

Speculation and, 21-22. 

Investment for “‘surplus funds,’’ 17, 18, 
20, 52, 154. 


Capital Stock: 


Of national banks, 4, 121. 

Of the Ni. R.A., 62-67, 76, 215. 

Of member banks, 105-106, 121. 

Of American banks for foreign countries, 
108, 109. 


Central Banks: 
(See Centralization. ) 


Money market and, 18, 35, 39-40, 125. 

General policy, 35-37. 

Gold policy, 37, 133. 

Discount policy, 37-41, 122, 127, 128, 
129. 

Operations of, and seasonal demand, 29- 
S44 ae 

Crises and, 27, 80, 38, 122, 155-156. 

Panics and, 24, 27, 30, 31, 38. 

Difficulty in the management of a central 
bank, 157, 160;°161,165. 

Government influence on, 54, 72. 

N. R. A. not a central bank, 55, 77, 118. 

In Europe, 28-49, 124-127. 
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(See Central Banks.) 
Of the note issue: 
In the U. S., 54, 77, 78-82, 114, 
147, 159. 
In Europe, 28, 30. 
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Political objections to, 54, 113, 129, 
162. 
Of the cash reserves: 
In the UV. S.; 60; 57, .91-92, 114, 
140, 159. 
In Europe, 28, 30-31, 140. 
Domination of special interests, 54, 55, 
T5 7: 
Advantages and disadvantages, 30, 31, 
54, 141. 
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(See Reserve Cities.) 
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(See Clearing House.) 
Charter of the N. R. A.: 61. 
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In the crisis of 1907, 25-27. 
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rency, 25, 51. 


Commercial Paper: 
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Member of the board of directors of 
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and the, 107, 108, 109. 
Currency Associations and the, 158, 164, 
166. 
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Reserves, 16. 
Crisis and, 14, 23. 
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(See Bank Acceptances, 
Bank Notes, 


Bills of Exchange, 
Overexpansion. ) 


Currency: 
(See Bank Notes.) 

Currency Associations: 
‘(See Aldrich-Vreeland Act.) 
Banking reform through, 158, 


Demand Deposits: 


(See Deposits.) 


Denomination : 
(See Bank Notes. ] 
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In national banks, 6-9, 14-17. 
In state banks and trust companies, 
8-9. 
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banks, «7, 15, 16. 
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Interest on deposits in N. R. A., 91. 
Reserves in the N. R. A., 84-87, 99, 
up lig 
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92, 105-106, 139. 
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102-104. 


Direct Obligation: 


Of a bank discounted by the N. R. A., 
O54 esa 


Directors of the N. R. A.: 171-76, 177, 
TD Ome LO ee OOe OTe Lo: 


Discount Market: 
(See Bills of Exchange.) 
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18, 35, 141. 
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money market, 17. 

Credit facilities for the business com- 
munity, 31-34, 142-143. 

Standardization based on ‘private dis- 
count,’’ 34, 142. 

In the U. S. 17-22, 51, 52, 56, 114, 
142. ; 

In Europe, 31-49, 125-127. 


Discount Policy: 
(See Central Banks, 


Money Market.) 
. Of a central bank, 37-41, 122. 

Protection of the gold reserve by, 37, 
HSS. 

A means to check overexpansion, 37-38, 
122, 129, 149. 

Hampering restrictions in the plan, 122- 
37, LAG, as ETO. 1 7a: 


Discount Business of the N. R. A.: 
(See Bills of Exchange, 
Discount Policy, 
Money Market.) 
Domestic bills, 92-97, 130-133, 150, 
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Direct obligation of a bank, 95, 131. 

Prime bills, 93, 94, 132-133, 149, 150. 

Foreign bills of exchange, 93, 95, 134- 
136, 149. 
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(See Rate of Discount.) 
Districts: 68, 73, 76. 
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In the U. S., 51, 92, 136-137. 
In Germany, 45, 46, 137. 
Drafts: 
(See Bills of Exchange.) 


On customers, 32. 
On banks, 338. 


Earnings of the N. R. A.: 66. 


Emergency Currency: 
(See Aldrich-Vreeland Act.) 


Emitted by central banks, 26. 

Clearing House certificates in 1907, 25- 
27. 

Currency associations, 27. 
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Conditions in banking and industry com- 
pared with the U. S., 28, 31, 127-128, 
157-158, 161-163. 

Political opposition to central banking, 
1585165. 

European efforts to dominate American 
trade, ow Oe 


Everybody’s Magazine, New York: 23, 175. 
Executive Committee of the N. R. A.: 
71, 74, 95. 
Export: 
(See Foreign Trade.) 
Failures: 
(See Bank Failures.) 


Farmers: 
(See Agriculture.) 


Foreign Bills of Exchange: 
(See Bills of Exchange, 
Discount Business of the N. R. A.) 


Foreign Trade: 


Bank acceptances, 19, 33. 
Financing of America’s, by European 
banks, 19-20, 52, 102, 172. 


Improved conditions for financing under 
the plan, 56-57, 101-102, 107, 142- 
143, 171-172. 


Forgan, James B., President of the First 
National Bank of Chicago, Chicago, IIL, 
155, 91, £69. 


Franchise Tax: 


On national bank notes, 6, 87. 
On bonds held by the N. R. A., 81-82. 
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German Reichsbank: 


Tax on note circulation, 83. 

Relation to the government, 47, 72. 

Publicity, weekly reports, 41-48. 
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Position of the N. R. A., 123, 125, 150. 

Limitation on, for member banks, 95-97, 
180-1381. 

Guaranty of, by local associations, 96- 
97, 180-1381. 


Reports: 


(See Publicity.) 


Reserve Cities and Central Reserve Cities: 


Under the National Bank Act: 

Reserves in, 7, 16. 

Failure of system, 10, 14, 28-25. 
Under the proposed legislation, 105, 125. 
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